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Terente, Ontaric 
1 Regina, Saskatchewan 
; Friday, March 23, 1962. 
--- On resuming at 9.15 A.M. 
g 
THE CHAIRMAN: I will call the meeting 
4 
to order. We have very great pleasure once again in 
5 
welcoming you before the Commission, Mr. Blakeney, 
6 
and I understand you have a submission to present. 
7 
I may say that the members of the Commission have 
8 
all read your brief with very great interest and, 
9 
if it won't be taken amiss, we feel it is an 
10 
exceedingly well prepared brief and we appreciate 
11 
having such excellent assistance. 
12 
13 
14 
SUBMISSION OF THE GOVERNMENT OF 
15 THE PROVINCE OF SASKATCHEWAN 
16 
17 
18 APPEARANCES 
19 Mr. A.E. Blakeney - Provincial 
Treasurer 
20 
Mr. A.W. Johnston - Deputy Provincial 
21 Treasurer 
22 Mr. J. Holgate — - Soliciter, 
\ - Department of the 
23 Attorney-General, 
Province of 
24 Saskatchewan. 
pan 
26 
HON. MR. BLAKENEY: Mr. Chairman, may IT just 
27 
renew the welcome which I extended yesterday and 
28 
say how pleased we are to have this opportunity 
29 


to present a brief to the Commission. 
30 
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Terente, Ontaric 

Our brief is in two parts: The brief 
proper, which is the larger blue covered book entitled 
"A Submission by the Government of Saskatchewan"; 
and a second smaller one entitled "Technical Papers 
Submitted by the Government of Saskatchewan". We are 
quite prepared to answer questions which you may have 
on either document. We separated them because we 
felt the technical papers would not be of very general 
interest to people other than -yourself, and.we may 
be giving the brief to other people. With respect 


to the m d= of presentation, I have had a word with 


Mr. Hampson and I gather from the Chairman's remarks 
you have had-an Opportunity of going over this. 

I have prepared a summary which would take perhaps 

45, or 50 minutes to read. There is a shorter summary 
included in the brief as a preface, and in the 
interests of saving your time, if you felt it would 


be appropriate, I would simply refer to the preface. 


THE CHAIRMAN: Well, I think if you read 
the preface, that may be sufficient because as time 
zo0es on we will be developing many other aspects of 
the main brief. 

HON. MR. BLAKENEY: Yes, that is probably the 
most convenient and expeditious way of doing it. 

THE CHAIRMAN: The various points will 
come out in due course. | 

HON, MR. BLAKENEY: I will therefore read the 
summary of the brief submitted by the Government 
of Saskatchewan. 


_.. Mr. Blakeney reads summary. (See Volume Guta) ). 
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Terento, Ontaric 

I might say for a moment, sir, that this 
broad term "social capital" when used throughout 
the brief is not meant to mean capital which is 
devoted to bringing about desirable social ends 
although this may be indeed one of its results. 
It is not confined to that; it is used to define 
those projects which are normally financed government- 
ally. A highway, by our definition, is social capital 
although its sole purpose may really be to encourage 
economic. development. 

I would just like to make this point so 
that the emphasis is not distracted. 

That, Mr. Chairman, is the summary of our 
brief. I think I should make clear that as you 
already know we will be more than happy to attempt 
to answer questions you may have on it. My own 
position is such’ that I have been Provincial Secretary 
for a very short number of months, four months or so, 
and so I may not be able to answer all the questions 
you put to me personally and many I think doubtless 
I will have to refer €0 my officials. I havea ‘number 
of them here today. 

On my extreme right is Mr. A.W. Johnston, 
the Deputy Provincial TpéAster, toni my immediate 
left is Mr. John Holgate, Solicitor in the Attorney- 
General's Department who advises the Treasury 
Department, and the Chairman of the Saskatchewan 
Securities Commission, Mr. Cameron, is here and 
a number of the officials -- the Secretary’ and 


Director of the Provincial Community Advising and 


-tnsmATsvesa Heonsntt ylisnron evs dotdw edostorq saont 


isvide> Istooe ef .notstinfteb swo yd .yewiatd A .giis 


sasruoons ot ed vilssit vem seoquug efoe att davoridis 


yistsios2 Istonivetd need svsa I gadt nowe al aotstteog 
.0& Te aninom wvolt ,antnom to <sdmur trode yrev 5 t0% 
enoltasup eft ifs towars of side sd ton yem I oe brs 
todmen Ss avBd I .eisioatTio ym ot rete, od seed [ftw I 


—sosenriol .W.A tM et teats emetixe ym oO 


-Y“SatedsA oft at sodkoLfOR .odeSloH not .aM af del 


i. Oke = gato! Sy duaandlaa 
oivot® alow 


atid dsdt .tte .tremom a rot yaa Sdgim 
duo dgquotdd beav nenw "Isttqso fstooa" mist baotd 
et cotdw L[ettqss asam oF JInosem ton al tetid orig 
ebao Istooe sldsitiesh twods antantid ot bedoveb 
,ativesr ath to sno haben: sd yam etAt daguoddis 


scnktteb ot bsaw ef th xrdadt o¢ bentinoo gon at dT 


ay 


dhamgofeveb otmonoos 
o@ tntog aird sNam oc est! teut bluow I 
-betoartatt dow et atesdqms sad ted? 
two to yisihmve easy at .nasmitedod .1M .tsAT 
yoy a6 dent teelo sem Sivwode I watad I. teks 
Tqnetis of yqqsd msdt stom ed f[Iiw sw Woe yoRetis 


awo VM ti co even ysm noy anoltceysp i98ewans od 


eeoltduoh Aaidd I yoem Sas vlisnoersq om of tug voy 
.yasbot sxe ment to 


eteibommr ym ‘tas  reiessrT Latontvort yiuqed end 


vmessiT ait essetivbs On Jnemiteqed 2' Levene jas 
rswedodsiasc sdt lo gemrisd® esd bas .troemtteqed AN 
bas sved ef .metsas) .oM .dotealmmod asttinuoeed oN 
‘' Bre yaBtetes2 sit -- alstottto edt Yo sednina «s 1e¢ 


bas sntetwoA yvthoumnod istoatvesd ert to xedtoesticd 


Nethereut & Young - 579°> 


Terente, Ontario 

Planning, Board is here and a number of officials 
from the Treasury Department, the Chairman of our 
local Government. Board which is the board regulating 
municipal planning, the counterpart of the Ontario 
Municipal Board. Mr. Heeney is here and I think 
we will be able to answer a few questions after a 
little consultation. 

| THE CHAIRMAN: Thank you very much, Mr. 
Blakeney. 

On examining your brief, Mr. Blakeney, 
we have worked out seven headings of subject. matter 
which will. be dealt with.by different. members of the 
Commission who have made a special study of those 
aspects of the brief, .All.the Commissioners, ,of 
course, will ask questions if they so desire on any 
number of the subject matters but. that is the way 
we decided to handle this brief. 

The first subject matter is general 
philosophy, underlying philosophy, junior government 
responsibilities and the impact of financial policy 
on the economy and the sections of the brief which 
deal with this matter are paragraphs 1 to 27 and 
133 to 150. Dr. Mackintosh will lead the discussion 
on this aspect of the problem. 

DR. MACKINTOSH: Mr. Chairman, I have 
a few comments and questions on these parts of the 
brief. I am not sure that I am prepared to “oe 
the philosophy of it but we have noted the very 
broad view which the Government of Saskatchewan wishes 


the Commission to take of its already broad terms of 
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Torento, Ontarie 
1 reference.. Indeed, those terms are so widely drawn 
2 that I think we will need some caution if we are 
3 to produce a useful and foreseeable report. I would 
4 broadly accept the fact or contention that governments 
5 are now unavoidably concerned and to a degree 
6 responsible for policies which are designed to promote 
7 economie growth and stability and the achievement 
8 of social ends but I would add social ends which 
9 are deemed sufficiently desirable by the electorate 
10 that they are willing to pay to achieve them. We have 
11 haet yet. got the degree of affluence in this country 
12 where either people or governments are relieved from 
13 the necessity of choice in these matters and that 
14 brings me to one sentence on page 8, paragraph 23. 
5 You say: 
16 "Tn the long run community 
17 consumption must be met by community 
18 contributions and this is possible only 
19 if there is a sufficient tax potential”. 
20 Would it be equally true to say "in the long run 
yi! community consumption must be met by community 
22 contributions’ svecriod. 
23 HON; MR. BLAKENEY: Yes, I think that is a valid 
24 point. 
25 COMMISSIONER MACKINTOSH: The "sufficient 
cal tax potential" to,provide the degree of community 
27 consumption which the community wants is an important 
28 consideration but it is not that which requires the 
29 balance. The balance is the necessity, that is, 


30 unless you are going to talk of a subsidized, under- 
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Terente, Ontaric 
developed area. 

HON, MR. BLAKENEY: Well, I think there 
is some element of that in the brief, the suggestion 
that there ought to be some equalization of certain 
benefits across Canada and to the extent that one 
area may pay more and another area less then obviously 
there is a subsidized area. 

COMMISSIONER MACKINTOSH: Would you 
enlighten me on a question of fact? I am out of touch 
with some of these things. You make reference to 
the discrepancy in the provincial shares of income 
and estate taxes on page 8, $45 per capita in Ontario, 
$20 in Saskatchewan. To what degree do the federal 
equalization payments equalize the yields from 
personal income, corporation, estate or succession 
duty taxes? 

HON. MR. BLAKENEY: Again I may be 
corrected by my officials but my understanding is that 
the new proposal will bring them up to the Canadian 
average so that to that extent they are equalized. 

The point here is if any province wished to raise 

more money by the application of corporation taxes 

and income taxes, suppose that Newfoundland and Ontario 
each wanted to raise $10 per capita to do any of these 
things, to promote social capital, to encourage 
economic development or to do some countercyclical 
financing, the tax impact would be three times as 

great on Newfoundland as it would on Ontario. They 
would have to raise their corporation taxes 3 per 


cent to Ontario's 1 per cent etc. This is the point 
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Jorente, Ontarie 
we are seeking to put there. 

COMMISSIONER MACKINTOSH: Yes, but these 
amounts are the amounts before equalization, are 
they not? 

HON, MR; BLAKENEY: .. Yes, they are the 
amounts before equalization. They are the measure 
of what’ will happen if further funds need to be 
raised. 

COMMISSIONER MACKINTOSH: In the same 
area I think I have another question. You made a 
reference and I have not the exact point to a reduction 
in income taxes by the national government and an 
increase in consumer taxes by the provinces, paragraph 
26. I take it your argument that this is not ¢ 
of the province's choice is that the below average 
provinces, so to speak, have less scope. Also does 
your reference imply that this is an undesirable 
and inequitable change in taxes? 

HON. MR. BLAKENEY: Yes, I think it is 
our position that the only thing a province can do 
to raise money is apply -- virtually the only way 
it can do it is apply sales tax of one kind or 
another. I think al of us know where provincial 
revenues come from -- sales tax, taxes on liquor 
and gas tax which is just another type of sales tax 
and motor licensing. That is perhaps not a sales 
tax but it is awfully close to one. These are almost 
all of them regressive in their application. Sometime 
you maybe able to make them proportional but that 


is about the best you can do. I do not know how 
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1 a province could tax progressively. It is true, the 
2 income and corporation taxes do allow a little room 
3 but very rarely. We think it is a questionable 
4 public development to see the taxes which can be 
b borne progressively such as corooration, income 
6 and othertaxes of that nature drop and all the sales 
7 taxes rise, 
8 COMMISSIONER MACKINTOSH: I think you will 
9 find some governments, if theyhad a say in the develop- 
10 ment of a stabilization policy, would depend a good 
11 deal more on this type of taxes than a graduated 
12 income tax because of its penalities to some degree 
13 on investment. I do not make any issue of this. 
14 HON. MR. BLAKENEY: I am sort of aware of 
15 this. You look at West Germany's tax structure and 
16 you will see perhaps 75 per cent of it borne out by 
17 consumer taxes of one kind or another rather than 
18 income or corporation tax. I would not argue that 
19 this was all that undesirable if we had the type of 
20 evenly developed economy that Sweden or West Germany 
21 have where they just do not have booms and busts to the 
22 extent that our economy has had. 
23 THE CHAIRMAN: How do you know they won't? 
24 COMMISSIONER MACKINTOSH: What you mean is 
25 they have had a’ boom but not yet a bust. 
26 HON, MR. BLAKENEY: Well, if we could’ set 
27 a15 year boom we would’ be reasonably happy. 
28 COMMISSIONER MACKINTOSH: You referred to 
29 the great requirements of provincial and municipal 


30 sovernments. Has your government as a matter of fact 
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prepared projections of the requirements of the 
province and the municipalities, say, over the next 
five years, or anything of this kind? 

HON. MR. BLAKENEY: I think I would have 
to say no to that. We have done’ some work on this. 
The Continuing Committee on Local Government which 
we had did a fair amount of work and helped to project 
the requirements of municipal governments which are 
thefastest rising governments, with the most fastly 
rising capital requirements and they have done a 
sreat deal of work on this. We have some projections 
which we feel have been done in the field of education 
and some that we feel we have done for municipal 
governments but we think they are so unreliable 
that we would not want to say we had done these. 

COMMISSIONER MACKINTOSH: What would you 
say to the superficial comment that your ability 
to reduce your net debt from $145 million to 
$25 million, or thereabouts, would indicate you have 
been doing pretty well? 

HON. MR. BLAKENEY: Well, it indicates 
two or three things. Firstly, some of that was 
cancellation of relief debt. Secondly, it indicates 
that we have had reasonably good times up from the 
war to 1957, maybe. Certainly, it indicates a 
willingness to tax, and if other governments have 
not been able to reduce their net debt accordingly, 
it may be because they have been unable to tax or 
unwilling to tax, and we would suggest, for some of 


them, it has been the latter. We would suggest we 
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1 have demonstrated a willingness to tax in order to 
2 get our net debt down, and we have run consistent 
3 budgetary ‘surpluses. .We do.not apologize for it. 
4 We say it has been a strain on the economy, but we 
5 think it was worthwhile. We have an economy which, 
6 when you have zood years you had better take your 
7 money out, in Saskatchewan, because there may be 
8 other problems. 
9 COMMISSTONER BROWN: I have a couple of 
10 questions, and the first one.is to.clarify this 
11 business of equalizing tax potential: Do you. mean 
T2 equalizing it at the top level or at the,average 
13 level? 
14 HON, MR. BLAKENEY: Well, we find it 
15 difficult to think of average.as.equal..,.He who, says 
16 he wants an average is not talking really about : 
i7 equality. He is saying that it is all right to 
18 have some peoole above the average, but not below. 
19 Obviously, we are not talking about perfect equality. 
20 COMMISSIONER BROWN: How would you 
Zt visualize this being accomplished -- by taking away 
22 from those that are above the average? 
23 HON, MR. BLAKENEY: We would have to do 
24 it by -- if it could, not be done by tax potential 
25 in the strict sense of the word, it would have to 
26 be done by federal-provineial equalization, the way 
27 4t was done in 1942 or 1943 to 1957. 
28 COMMTSSIONER BROWN: You mean a complete 
29 equalization of the top level? 


30 HON. MR. BLAKENEY: We would settle for 
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the average of the top two. We feel the Rowell- 
Sirois arguments are valid, that equalization is -- 
well, we just think that the incidence of these 
taxes is purely accidental, and it is either 
accidental or as a result of national policies «and 
we do not feel that Saskatchewan has any Picht 
to higher taxes than has New Brunswick, because the 
development of the Saskatchewan economy and the 
development of the New Brunswick economy are not 
determined by either of those governments or by their 
inherent virtue, but by national policies, and we 
think that the benefit or detriment of them ought 
‘to be spread across the nation. 

COMMISSIONER BROWN: Would you agree it 
is not entirely national policies -- for example, 
when national policies did not create the oil under 
ATberva’ 

HON. MR. BLAKENEY: No, that is true, 

COMMISSIONER BROWN: There is natural 
resources as well? 

HON. MR. BLAKENEY: That is right, and 
the particular fact that when the B.N.A. Act was 
formed, natural resources were said to be a provincial 
resource and not federal. This is an accident of 
constitutional history. 

COMMISSIONER BROWN: Would not this 
by implication lead to further federal government 
control and less* provincial government control? 

THE HON. MR. BLAKENEY: This is possible, 


but when you talk about a national economy it is 
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1 pretty hard to carve it up into ten pieces and then 
2 Say that each shall operate independently but that 
3 they shall not have the tools for operating 
4 independently; and that they cannot have provincial 
5 tariffs ete.; that firms shall be national and 
6 unions shall be national and all the tax generations 
7 Shall be national, but nonetheless each little 
8 Segment shall operate independently. This we fina 
9 arlittlecdiffiewte'. 
10 COMMISSIONER BROWN: Would you carry it 
11 further and say tax potential of municipalities 
12 Should be equalized? 
13 HON. MR. BLAKENEY: This, I think, is 
14 a matter for the provinces to equalize among their 
15 own municipalities, and again I would emphasize that 
16 the word "equalization" is an approach rather than -- 
17 we don't expect to see perfect equalization, but I 
18 may say we take the position ithat, by and large, 
19 the tax potentials of municipalities ought to be 
20 equalized. Our school grants are paid out on the 
a1 basis of equalizing, and this is far and away the 
22 largest payments we make out to local governments, 
23 and this is a principle which we would endorse. 
24 COMMISSIONER BROWN: You do carry it out 
25 with your own municipal financing? 
26 HON, MR, BLAKENEY: By and large. We don't 
27 right across the piece. Some of them are grants 
28 | which are for a particular project, but by and large 
29 our school operating grants are paid out on an 


30 equalization basis; school capital grants are paid 
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1 out on an equalized basis; some of the municipal 

2 grants are too -- I am not too familiar with them. 

3 COMMISSIONER BROWN: Education is a 

4 particular provincial jurisdiction, and I think this 
5 is fairly general nowadays, that education is 

6 equalized, as far as possible. 

7 HON. MR. BLAKENEY: Yes. 

8 ; COMMISSIONER BROWN: The other point is, 
9 if you could give us the summary of your net debt 

10 position which is now down to $25 million. 

11 HON. MR. BLAKENEY: Yes, I think we have 
12 one here. By a summary do you mean ...? 

13 COMMISSIONER BROWN; A reconciliation. 

14 HON. MR. BLAKENEY: A reconciliation with 
15 the gross debt figure? 

16 COMMISSIONER BROWN: Yes. 

17 HON. MR. BLAKENEY: Yes, very well. 

18 We will take it at March 31, 1961, and we have a --- 
19 COMMISSIONER BROWN: Perhaps it would 
20 save reading it out if you just filed it with the 
21 secretary. 

22 HON. MR. BLAKENEY: Oh, certainly, yes. 
23 By and large, we take our gross debt, funded debt 


and treasury bills, and we take up our sinking 

fund, which is standard practice, and take off 

our cash and equivalents of cash, meaning working 
capital and advances, and the big deductions are 

the two utilities, the Saskatchewan Power Corporation 
and the Saskatchewan Telephone Corporation. There 


are some other smaller deductions. We can file this 
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with the Commission. 

COMMISSIONER BROWN: Thank you, 

COMMISSIONER MACKINTOSH: If we could 
proceed with Section 4, on page 47, I notice your 
statement there that in 1961 the Canadian economy 
could have produced approximately $3 billion more 
than was produced: How is this calculated? 

HON: MR. BLAKENEY: I think we probably 
relied upon the calculations of some others in 
this. 

COMMISSIONER MACKINTOSH: I was just 
curious as to where the figure came from. 

HON. MR. BLAKENEY: We picked it, really, 
out of some lectures by Professor Harry Johnson, 
Professor of Economics at the University of Chicago 
when he was up at Carleton, and this was $23 billion 
of $3 billion -- $3 billion was his calculation. 

COMMISSIONER MACKINTOSH: I am afraid 
I cannot get any further into the sources of it, then. 
We will accept the fact that more could have been 
produced under favourable circumstances. 

HON. MR. BLAKENEY: Yes. 

COMMISSIONER MACKINTOSH: I have noted 
your argument that because they now represent 
about half of the total government expenditures, 
provinces and municipalities would need vze) be brought 
into any countercyclical policy, and your further 
argument that this must be under the leadership 
and co-ordinated by the national government, and I 


accept this as logical, and there is the practical 
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aspect that many of the capital projects which 
are Susceptible of timing or extension are of the 
sort which provincial and municipal governments have 
than 
rather/some of the federal projects which are less, 
Shall I say, manoeuverable. 

I was looking at the figures you quoted 
on page 49, Table 2, and page 50, illustrating what 
you say is a very-uneven countercyclical, which you 
consider inadequate during the recession. The main 
thing that~one notices at a glance at those figures 
is that they go up year by year without very much 
reference to the business cycle, and if you want to 
make these cyclical you have to clip them in one 
or two of the boom years. I think there are no 
places there where they fall during the recession. 
You would have to make some careful statistical 
measurement to find out whether they rose more: in 
recesstonsithan in’a period of expansion .. I make 
the point there that while you say you do :not notice 
any adequate expansion in the recession period, I 
equally do not notice any restraint in the peak 
periods. However, the statistics are rather, shall 
I say, coarse to draw either of these conclusions 
from. There is a point on which I think you might 
have mentioned there, in that there are a number 
of factors, of which the most obvious one is 
population increase, which exercises very compelling 
the2uences on muncipal and, to a less degree, 
provincial expenditures, which in a way reduces 


the provincial government's control over its own 
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area. If you look at Table 4, which appears on 
the next page, Professor Hood's postwar turning 
points, excluding the question of the lack of 
growth after 1957, in fact the earlier recessions 
are referred to there, particularly 1946 and 1948 -- 
well, that was covered by postwar policy -- 1953 
and 1954: These recessions are very short for 
effective counter-fiscal policy. Do you actually 
think you could manoeuvre within that, particularly 
if you have to have a dominion-provincial conference 
to start it? 

HON. MR. BLAKENEY: I think the latter 
point has certainly some degree of validity. I would 
like to comment on a couple of things. We would 
think that it is not so much the level of expenditures. 
It is quite possible for governmental arceqiiies 
to go up constantly or, indeed, go down constantly 
and still be a cyclical or counter-cyclical force. 

It is whether they are running surpluses or deficits, 
rather than the absolute level, providing they are 
just ppicking them off. When we look at the surpluses 
and deficits, we do see some swings in Table 3. I 
would not be disposed to argue they fully substantiate 
the ap eghes: are anette across here, but in 1953 

and 1954 there were some pretty decent surpluses -- 
$7711 .On 

I think the other point of the very, very 
short recessions or the very quick turns in the cycle 
is a pretty good point. If we were going to do 


very much about recessions of that nature we would have 
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to have a continuing programme, which you just turn 
on and off pretty easily. This may become aneficult. 
After the war people talked about a shelf of public 
works which one could start up ina relatively 

few months, Whether this is possible or not, 


I don't know. 


COMMISSIONER MACKINTOSH: This sort of 
question -- and it is a difficult question -- always 
reminds me of a reply which Lord Keynes gave to some 
people who put forward a pretty bold and exacting 
stabilization employment policy, and his reply was: 

"Be good, sweet maid, and 
very clever." 

There is one other comment I would make: 
Professor Hood's very useful table on postwar 
turning points, it is necessary to remind ourselves, 
was made after the fact, and we can now see that the 
turning point in the last thought was in March, 1961; 
but to say when the next turning point is going to 
be is an extremely difficult matter. I point this 
out merely so that we may understand the dilliculties 
there are, and not to counter the argument. You 
emphasize here, and you lay great stress elsewhere, 
on your concept of social capital expenditures and 
the implication is that you ask for grants, larger 
expenditures, from the national government. Have 
you taken into account that by design or accident 
the federal national budget is very highly geared 
in the sense that with any business recession it 


is very efficient at turning up a deficit without 


- 


bs $ 


—- 


cust tect’ t oo ems THOTT» sunlisanli: 
.tivot?ttb emoosd ysm ald? .yitese, yssomg To b ail 


Ars. 


oildygq to tfede s toda bexlad sliqosq taw ode TAR tA ie 
ser eee sot qu usta bios smo dotnw sxtxow Me 
FO so sidteaacds a aidt ronsorW » ai 3eom west |. * 


a an 43) 


,wond t'nob I 


+) to dtog cinT :HeOTMINOAM ARMOT22IMMOD _ 
| eayswis -- noivcovp divoftith s ef dt Bas -~ , Hokdaeup 
smoa ot evs genyes bod dofdw yiqet s to om BDASMS 
enidosxe pas bLod aiden s Dyswtot guq olw ae 
:esw ylqex sid bas .yottlog dasangoiqms cotdaxttrdete 
bas .Siem teewe .boog 3a” li 
" eeyals yrev 
| rexism binvow I dnemmoo wedto smo et omastT © 

sswiacg, ao eldsed fnsloay yrov ebook toagsiord 
,aevisawo batmor of yesagooon ef $k .adnitog gales 
eid tent o9n. wom meso sw baa ,.tost odd aesis Ssbsm asw 
:fO@L .fowmeM mt aew dogvodt gest sav at sekog antares 
od 2zgton at detoq antarud dixon oat nari YSE od gud 


etdd datoa I .zetism tiweltTTb yvismetdxs as al od 


asttivealifis sit bastetsbar yam ow dedt og yletom gro 
no¥Y .doasmuats odd tedauoo of tom bas ens oteds 


sertweels easrdea tse1g ysl soy bas ,oted oslasagqme 


_ 


as 


bas agouutibasgxe Istiqso Isioos to Iqsones tuoYy Mo 
ages .etms19 tol Nes woy sads at sobssotiamt oct 
SvV8H .tnemoarsvon I[snoigsn ast mol peer rrene 
dmoebioos "ro ogtasb ud ted Sewooos odat neste? SOY 
pouses videstd yrsy aft tenbid fenotten Lstebet anit 
dE noteasost asontevd yas Adiw ded? oansa odd nt 


*) duotktivw diobtsb s qu 3salawd de drotoltte grev af 


Nethercut & Young - 505 - 


Terente, Ontarie 
any additional direction. This, I think, in fact 
limits the freedom of action of the federal 
government. It would not be unfair to say this is 
gvenkaat increased by the succession of increases in 
annual welfare payments, using that very broadly, 
that pass through the federal budget, and we probably 
are going to have to make a choice. There would 
be difficulties in financing much larger federal 
deficits than are now turned up automatically. 

What you are really asking for is 
an additional optional federal deficit, so to Speak, 
to cover funds for social capital. Again, this is 
not a criticism of your submission but this is one 
of these difficult elements in the problem which 
you are working up. I do not know whether you 
would care to make any comment on that or whether 
you will leave that to the federal government to make 
its own explanation. 

HON, MR, BLAKENEY: Well, it is certainly 
their problem. The welfare payments are straight 
transfer payments and this is a social judgment we 
make, it is not an economic judgment when it is 
appropriate to raise any taxes and re-distribute 
in. this way. 

I am not sure, I would have to look this 
over -- I am not sure that this re-distribution of 
income does a great deal to reduce the tax potential 
in other areas. Obviously there are some limits 
to federal taxes but they can put on consumption 


taxes too if they want to raise taxes in a way which 
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will not inkbit incentive. I am not now saying 
that these argument are all good arguments but there 
iS some element certainly that you cannot put up 
corporation taxes and personal income taxes 
indefinitely but they have tax sources open to them 
as well. 

COMMISSIONER MACKINTOSH: Oh yes. In the 
Proposal for a federal-provincial committee of 
ministers to consider a joint programme and some 
co-ordination of budgets and the state of the economy 
at large you would feel that it would be necessary 
to divorce this type of conSideration from the tax 
Sharing discussions that go on from time to time? 

HON. MR. BLAKENEY: Yes, I think our 
thought was that it would serve as a sub-committee 
of the continuing committee that works on tax sharing 
and federal-provincial fiscal relationships generally. 

COMMISSIONER MACKINTOSH: I am just 
assuming if you mixed this up with tax sharing there 
won't be much time given to a discussion of possible 
joint policy. Tax Sharing is a matter of negotiation} 
this should be a matter of understanding? 

HON. MR. BLAKENEYE That is true. Tax 
sharing is a highly charged area, there is no doubt 
about that. 

COMMISSIONER MACKINTOSH: It is probably 
not fair to ask you but I would like to ask about 
your predecessor's experience that led you to believe 
that a high degree of success might be possible in 


this kind of joint meeting? 
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MR. JOHNSTON: Mr. Chairman, if I could 
comment at Mr. Blakeney's request, the plenary 
conferences normally are held every five years and 
as the Minister says the conference is held in a 
highly charged atmosphere. However, in the intervals 
between these conferences I think it is fair to say 
that there seems to be a great tendency on the 
part of the participants to consider the problem: 
on a national scale. It is quite possible, of course, 
that in the initial meetings of such a committee 
there would be a tendency to think of tax sharing 
rather than of the main purpose of the committee, 
but given a try on the basis of our experience it 
seems there is some possibility of success. 

COMMISSIONER MACKINTOSH: I might go on. 
You rather draw attention to the exchange rate. I 
am not sure whether you are stating your preference 
for a freely fluctuating rate. If that was your 
view, at what level? This is at page 55. 

HON. MR. BLAKENEY: Our feeling would 
be that we were not attempting to argue for either 
a fixed or a free rate. We may have failed to put 
across our idea but we felt that the uncertainty 
of the thing w as bothering us. If it was a freely 
moving rate or a fixed rate either of them, if it 
was sufficiently certain so as to inhibit speculation 
we think it would do the trick. I do not think we 
are advocating it. 

COMMISSIONER MACKINTOSH: You are just 


drawing attention to it? 


. i 


Aas 
piyoo E — cia) aN Morel 


bis BTs0v ‘eve yvieve blad ors Wil suton 


_ & of bled ab eoneratano5 eds, eyes. qodeinIM-sdd /2s 


| elevesdnd ont ni -revewoH 


d exedgaomts bogiteds tinatd. 
yse ot tTist ef tt antdd I esonsysinoo east aeowied { a 
edd go yorlsbned trotg s ed oc ampee stedd tad — | 
imeidorg | add aehbeaeo od atasqlotiteq eft to Jdrsq ye 


.88TYOD, to ~pidissoq etinp et tI .eisoe Isnolten e& Ao | mi 


7 
sedtinmoo 5 dove to eanitesm [stdin eat of deat Pt 
anizeda xet to Amindd of yodsbhited s od hivow stent c 
socdinmes sat Yo saoquwq vafem oft to nerd verites j St 
ti sonaisegxs wwe To elesd ett no urd s nevig ted s 
,aasooua lo Ytitidfeanog smoe @f exes} amese a 
.c0 om tdgin L :HeOTMINODAM HEVOLSELMMOD . , a 
y L. .9der ognsioxe afd od noitwetts wath. verdisy woY | al 
, | Gonerotterg wov satdsts eva boy seritenw exe com os a 
"voy Bpew tedt D2 votes iactvactoult y“yleett 5 102 jet 
.8@ sgsq ds ef etaT Level dsiw ts ywotv Qt 
bisow ee WO  s:YHMAaaAIaT .AM HOR 10g 


tordle tot sunts ot snidqmetdds tom ovew aw seit od. 
tuq ot beltei sved vem oW .otet oott 5s toa boxt? s 
Yolsdieonu ert. tedd diet aw tud sobt quo eeorss 


Yleott 6 esw di. lt .ew smtverdod ss w sats sit to 


SR AR RRR BB 


Ji TE ,oredt to rertte eter bextt s xo odee antvom 


| nottsiveegs tidtdat o¢ es oe nisdteo vidnatoltive asw 


> 
{ 


ow antdt dom ob I .xiolnd edd ob biuow vb wntas ow 


7 af 


oe 


hing ie » © tf agnidssovbs sts 


Jewl, org potmaomEDIOn ABNOLEZIMMO 7 


Hot ie eddie Sotiuesss gatwerb 


Nethercut & Young a 596 a 


Terente, Ontario 

1 HON. MR. BLAKENEY: Yes, the possible 

2 dangers of an uncertain policy: 

3 COMMISSTONER MACKINTOSH: You also go 

4 On and argue that we should not be too fearful 

5 of the inflow of capital or the effect on our 

6 balance of payments of a mounting total of interest 
7 and dividends payable abroad. However, I do not 
| 8 like either of your precedents. It is true, at 

9 least I assume it is true, that our percentage of 

10 gross national seenacneens the total of interest 


and dividends is lower than it was in the 1930's, 
It was a heavy drag in the 1930's and I would think 
we might fall short of that figure and in the years 
before World War I those, I think, were years when 
there was a rapid economic growth and there seemed 
somewhat the same development strain but it was 
rather quickly removed by the circumstances of the 
First World War. The weak of interest and dividends 
in our balance of payments is a pretty considerable 
pkbb tbe so we do tend to magnify it perhaps in our 
= immediate problems. 

Well, Mr. Chairman, I think those are 
all the questions I have to ask on those parts. 

HON, MR. BLAKENEY: Just on that latter 
point I think I would agree with Dr. Mackintosh. 
We did not want to convey the idea that we were 
fearful of foreign capital coming into Canada. We 
are not as fearful as some. We do not want it 
to be a preoccupation with this rather than with 


growth and to some extent in some circumstances they 
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can compete. 

COMMISSIONER MACKINTOSH: I noticed this 
was the only place in the brief where you spoke with 
a rather misdirected approval of the 1930's? 

HON. MR. BLAKENEY: If we had detected 
it we would have eliminated it, sir. 

COMMISSIONER LEMAN;: Mr. Chairman, there 
is one point on which Dr. Mackintosh touched a bit 
that I would like to try to expand somewhat af 
possible. There are opinions expressed by other 
Provinces which seem to be rather at variance with 
your general approach to this problem. Some of them 
are quite fearful that there might result from sare 
approach taken as a whole too much scrambling, 
if you will excuse that word, of responsibility 
between various levels of government so that the °- 
citizens end up by not knowing who is responsible for 
what and who pays for what. It is wrapped up in 
this talk about autonomy. You seem to be not " 
all fearful of that but I wish you would comment 
a little bit on this aspect of the problem from the 
point of view of any practical hope of first achieving 
your approach in view of the attitudes of others 
in the country. 

HON. MR. BLAKENEY: Yes. I think perhaps 
we may have made it clearer in the brief that. some 
of the things we say in this brief are really in 
the alternative to other proposals there really 
for tax equalization potential. I think we made the 


point earlier in the brief and I did not think we need 
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belabour your Commission with all the arguments 
in favour of an equalization of tax potential across 
Canada. We have argued this in other forums. 

Right now we have a structure which is 
replete with federal conditional grants -- conditional 
grants for hospital Schemes, conditional grants for 
hospital construction, conditional grants for all 
Sorts of health programmes and for federal-provincial 
technical and vocational schools and the rest. The 
pattern is established. If the view expressed 
by the province or provinces you refer to is to 
prevail we would be happy enough to see it prevail 
by the simple device of equalizing tax potential, 
distributing the money on the unconditional grant 
basis which the federal-provincial tax sharing 
arrdrigement postulates and then allowing the provincia 
governments by and large within their own orbit 
to operate in their own way. There again you have 
co-ordination. It may be at this stage of the game 
with everyone financially viable, it may be possible 
by inter-provincial leadership or federal-provincial 
leadership. If you leave the provinces a whole 
series of them, not financially viable, people 
without the tools to do any economic planning, to 
ado any counter-cyclical activities, then you have 
got to look to federal leadership. We would take 
either one but we are not as fearful of provincial 
autonomy as some are. I think that is a reasonable 
assumption from our brief and from our submissions 


in other places but if provincial autonomy is to be 
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the guiding force, let us preserve the powers of 
the province to, let us say, their own financial 
ability to exercise those powers, This, I think, 
would be our point. 


COMMISSIONER BROWN: Could I ask two 


questions, Mr. Chairman, please? This development 
of the welfare payments that Dr. Mackintosh spoke 
about has built in a kind of fixed increasing 
tax expenditure at the féderalilevelio..). I woulda 
be interested in asking your decnkeuee “If the same 
funds had been spent on social capital grants by | 
the provinces or municipalities ao you think that 
the multiplication factor would have been as great 
or greater and also would it have given the 
federal government greater leeway so that they 
could act in a counter-cyclical fashion by not having 
this built in constant expenditure? 

HON, MR. BLAKENEY: This is a good question 
I would not off the top of my head want to say whether 
the Shama baacation factor of the welfare payments 
was ek or greater than thet payment made for 
public works such as the construction of a university. 
By and large social welfare payments have a pretty 
good multiplier factor, I would think. They always 
go to people of relatively lower income who can be 
depended upon to spend them and develop consumer 
demand. 

I might say, I just would not care to 
make a prediction as to whether you could have got 


a bigger multiplier or stimulation of the economy by 
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putting this money into public works where it is 
distributing it around. I just don't know. 

There is a supplementary point not right 
on your point, that even with the welfare payments 
there is a lack of demand, there is no doubt about 
it, we do not have enough consumer demand around 
and even with all this redistribution in purely 
theoretical terms we ought to be building pubic 
works and things to develop consumer demand. The 
problem earlier raised by Dr. Mackintosh is certainly 
a real problem and you are asking us really eoveebare 
you can only do one which would you do. 

COMMISSIONER BROWN: Because the social 
capital would be more attracted to the community 
areas rather than the over-all factors? 

HON. MR. BLAKENEY: This is true and it 
could be reasonably selective. We do not operate 
. our welfare payments, most of them, on any real 
means test basis. Everybody gets the $65 or whatever 
it is whether they need it argpots 

COMMISSIONER BROWN: If they do not need 
it they pay it back in income taxes. 

HON. MR. BLAKENEY: Some portion of it 
but it happens a great number of people over 70, 
while they have substantial assets do not have 
substantial income. 

COMMISSIONER BROWN: You commented that 
you cannot put up tax rates. 


HON. MR. BLAKENEY: That is generally 


accepted. 
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COMMISSIONER BROWN: I would like to get 
into this a little further. At the moment T think 
all governments are taking Something like -- what, 
26 per cent of the gross national product? 

HON. MR. BLAKENEY: 24, 25, 26, 27 
per cent. I see different figures. 

COMMISSIONR BROWN: Have you any estimate 
or any opinion as to what the maximum is? 

HON. MR. BLAKENEY; I do not. TI have 
heard Colin Clark and others voice these views. 
The figure was that 25 per cent was going to wreck 
the country. West Germany is at 24 per cent, as 
I understand their fisures, and they do not seem to be 
in the process of being wrecked. A whole series of 
countries -= Norway, Sweden, Great Britain, I believe 
France are well above Canada and their governments 
take a great deal more out in taxation than do the 
total complex of our governments, provincial, 
municipal. I do think there is a limit but I do 
not think we are approaching it in Canada on any 


absolute basis now. Because of thoroper selection 


of our taxes we may be approachins it in some areas. 
Perhaps this is Dr. Mackintosh's point. Perhaps 
you can put the ceiling much higher if you take the 
money out in consumer taxes than you can if you take 
it out in growth inhibiting taxes if indeed this 
is an appropriate definition of them. 

COMMISSIONER BROWN: Counter incentive, 


HON. MR. BLAKENEY: Yes, that is a good 


term. 
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COMMISSIONER BROWN: That is all I have, 
Mr. Chairman, 

THE CHAIRMAN: Aren't all taxes counter 
incentive to some extent? 

HON. MR. BLAKENEY: TI would think so but 
a sort of an average sales tax, 3 or 4 or 5 per cent, 
I do not think deters many people from spending. 
They spend their pay cheques all the same. They 
consume a little less directly and send it in to the 
government. I am by no means advocating this, if 
any members of the press are here, but it could be 
demonstrated that a very low consumer tax would yield 
as much as the difference between personal income 


taxes over the, letv.ysvsay, > 325 per cent level -- the 


amount of taxes raised by those effective rates 

Which are over 35 per cent or 45 per cent -- somewhere 
in there, they are quite small and these people, many 
of them, are people who are making economic decisions 
as to whether they should invest or not. I woulda 
certainly want to argue with anyone who says that 

the tax rate is too much of a deterrent but I think 
it is almost impossible to be proved. But if we 

make that assumption then the point is still valid. 
Some of them are much more counter incentive than 
others. 

COMMISSIONER MACKINTOSH: The consistent 
but not necessarily correct view is that all taxes 
are bad but some are worse. 

HON, MR. BLAKENEY: That is right, 


THE CHAIRMAN: We will nav take a 10 minute 
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recess. 
+n->Reeess. 

THE CHAIRMAN: Well, we will now resume 
and deal with the subject of the impact of monetary 
policy, which is covered by paragraphs 26 to 41 in 
the technical paper. 

COMMISSIONER GIBSON; Mr, Chairman, I 
would like to ask a few questions on this subjecon. 
They are all fairly simple questions in that they 
do not involve as much general economic philosophy 
as the earlier ones. 

The first question -- and this is talking’ 
about how monetary policy affects the government of 
ar etushenaa -~ is the statement that you make in 
paragraph 28 of the technical paper to the effect 
that the province really is not affected by monetary 
policy because it has been reducing its debt for 
So many years. Isn't the size of your surplus to 
some extent, the decision on as to how big a. surplus 
to run, affected by monetary policy? From a negative 
point of view, surely, there is still some effect 
on the level of interest rates and the ease with 
which money can be ebtained? 

HON. MR. BLAKENEY: Yes, I think I want 
to distinguish here between monetary policy and the 
effect of monetary policy. It is a self-evident 
proposition that the effects of monetary policy, 
whether we have a recession or boom, is going to 
affect our surplus a great deal when making a 


decision as to whether one should deficit. It is 
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true the rate of interest is going to be a factor 


in that decision. 


COMMISSIONER GIBSON: As to how big 


4 the deficit may be? 
5 HON, MR. BLAKENEY: That is right. 
6 COMMISSIONER GIBSON: In other words, 
7 as to how big your surplus may be might affect 
8 a little bigger or smaller depending on the cost 
5 9 of money? 
10 HON, MR. BLAKENEY: Yes, I think so. 
il To some extent we felt we wanted to reduce our net | 
| 12/| debt for extraneous reasons -- extraneous to this: 
; 13 We wanted to improve our credit position and that 
14 sort of thing, but there is no doubt it is fair 
15 to say if the rate of interest was 2 per cent across 
16 the board we would not be nearly as interested in 
17 reducing the net debt on some of these others. 
18 COMMISSIONER GIBSON: That is the point 
19 Iwas making: Even though you have been running 
20 a debt reduction programme, your policies of 
21 government are not altogether independent of monetary 
22 conditions? : 
23 HON. MR. BLAKENEY: No. We would emphasize 
24 that we have other large non-budgetary expenditures. 
Bas COMMISSIONER GIBSON: Oh yes, I wanted 
26 to come to that in a moment. If you were running 
d 27 a deficit -- and this is a conjectural’ question -- 
{ 28 I am talking about the government itself ... 
29) HON, MR. BLAKENEY: That is right. 


COMMISSIONER GIBSON: ... I take it you 
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would feel you would be much more affectéd by 


monetary conditions than in the circumstances you 


have been operating in in the last decade? In other 


4 words, monetary conditions would affect you more 

if you were running a deficit? 
. HON, MR. BLAKENEY: Yes, I think So; 

7 _ this is true. This is going to affect us in the 

8 rate of interest and in the availability of capital. 
9 COMMISSIONER GIBSON: Affect your social 
10 capital plans to some extent? 

11 HON. MR. BLAKENEY: Oh yes, I think so. 
12 We have to look at universities and some of these 
13 things which can to some extent be contracted much 
14 more cheaply. 

15 COMMISSIONER GIBSON: Getting down to 

16 the area which is really affected and which you say 
vt is really affected, and that is the area of the 

18 government corporations -- the power corporation 

9 and the telephone company -- you talk about there 
20 being a certain discretionary area of expenditure 
21 here, and you do not attach any quantitative 

22 measurements to this. Could you give an ifeeusior 
23 as to what might be the amount of diseret torary 

24 expenditure? Would one-quarter of the expenditures 
25 which you have been making from year to year for 

26 power and telephones be aaserettondy? 

27 HON, MR. BLAKENEY: TI haven't those figures, 


and it would require an analysis, but thinking it 
over in my mind one-quarter would be on the high side. 


When I think power is the biggest one, and thé number 
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of discretionary decisions are relatively small, 
the largest single area of Giscretionary decision 
is the gas distribution programme, and that is one 
you can either do or not do. This is a programme 
which does get cut when -- taking gas to new 
communities -- it is a straight discretionary one; 
and the building of power generation and transmission 
facilities, the amount of discretion is relatively 
Small, because you have to keep up with demand. 
You take certain risks over a little longer period of 
time depending on the availability of money, but 
ultimately the decision must be made to go ahead. 

COMMISSIONER GIBSON: In other words, 
if you postpone for long you have got to do more later 
but there is some element of possible postponement 
in timing, and you don't have to plan as much margin 
for a year or two? 

HON. MR, BLAKENEY: A quarter would be 
on the high side; I would think one-fifth or bea. 
Sixth would be about it. 

COMMISSIONER GIBSON: You said in the 
brief one of the places where iercbeds this 
discretionary decision was in the office buildings, 
and that sort of thing. 

HON. MR. BLAKENEY: Yes. 

COMMISSIONER GIBSON: But you went. on 
later to say it was really difficult to defer things 
that tock several years to build. I don't quite 
follow that. You can still defer an office, even 


if it does take several years to build. It may be the 
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wrong decision, but if money is tight, it may be 
the thing you have to do;. is that right? 

HON. MR. BLAKENEY: Oh yes, I think so; 
this is so. We were referring there to using it -- 
I don't recall the reference, but we might have been 
referring to it as counter-cyclical in its effect, 
and it.is very difficult,to manage a.four or five- 
year building programme on a counter-cyclical basis. 
You.can vary it at,.the start: 

COMMISSTONER GIBSON: This is on page 14, 
and..it says: ‘ 

"If it takes three years to 
coinplete a building, monetary policy will 
have a Small influence on.the decision as 
to. when to proceed". 

HON, MR. BLAKENEY: I see the statement 
heres 

"If it takes three years 
to complete a building, monetary policy 
will have a small influence on the decision 
as to when to preceed". 
I confess, I think I would revise that. I think 
this is not too sound. When I think back on _our 
experience we did, in fact, delay the power building 
until, we thought, a more appropriate time, and 
we delayed it for several years. 

COMMISSIONER GIBSON:. Almost anything 
you do in this area would take a year or two to 
complete, wouldn't it? 


HON. MR. BLAKENEY: Oh, yes. 
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COMMISSIONER GIBSON: Tn paragraph 33 


you talk about the availability of money to 


3 Saskatchewan and its creatures -- these public 
d corporations. You say when money is tight the limits 
5 of availability get Sharper and narrow down: Did 
6 you actually feel these limits very much? The 
7 government itself was running a Surplus, the telephone 
8 company and the power corporation seem to have zone 
9 carrying on with their programmes? I am really 
10 going back to the question we have just been talking 
11 about in another way. 
12 HON. MR. BLAKENEY: This is a difficult -- 
13 we certainly have these limits transmitted to us. 
14 There is running through this brief a theory that 
15 there is some implicit absolute limit on borrowing 
16 powers, at least in the Canadian long-term market. 
17 I think this thread runs through here. This is 
18 transmitted to us through the dealers, and we are not 
19 really in a position to argue with the dealers too 
20 much on this. If all of them tell you one thing, 
21 why, they are probably right, because it is just the 
22 same if all the businessmen think there is going 

23 to be a recession, they are right just because they 
24 think it. If all the dealers tell you that X number 
25 is the limit of the bonds you can market, then they 
26 are right because if they all cb imke this, this is 
27 right. We have had this transmitted to us, and I 


think the main effect on ourselves would have been 
to partly contract our programme, but only modestly, 


and partly to vary the sources of our funds, 
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COMMISSIONER GIBSON: To go on to the 
Somewhat riskiersources you speak of here? 

HON. MR. BLAKENEY: That. is right. 

COMMISSIONER GIBSON: I was wondering 
if. you: could.give us a little more about these 
alternative sources. You Say if the general: long- 
term Canadian capital market is limited you then 
have the alternative of the money market, the savings 
bond market and foreign markets which are not limited 
to the same extent, at ee was wondering if you 
would care to answer a few questions on this, mainly 
in the way of giving us some idea of the consideration 
which lead you to use these other Sources? Perhaps 
if we can start with the United States dollar and 
the American market source, could you give us an 
idea of what sort of assumptions you make when you 
borrow in the United States on behalf of the power 
corporation, I think it was? What kind of rate of 
differential in the actual interest rates between 
the Canadian and American market is sufficient to 
make this interesting? What kind of assumptions 
do you make about the exchange rate and repayment? 
It would be interesting to get your views on these 
things. 

HON. MR. BLAKENEY: Most of the borrowing 
was done by my predecessors, and _— particularly 
by the Provincial Treasurer during the period 1944 
to 1960, and I cannot therefore report from first 
hand what adéwnptdons:nereaboaucht to bear, because 


I think these particular decisions were made by the 
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then Provincial Treasurer, but I can tell you our 
Beneral thinking along this line, and there have 
been a number of -- there is the sort of arithmetic 
of the thing -- and then there are some other 
assumptions which I think also probably motivated 
the previous Provincial Treasurer, I think there 
was some desire to limit the borrowings in the 
Canadian long-term market so as to rehabilitate sige 
perhaps that is a strong word -- but to strengthen 
Saskatchewan's position in the long-term market, 
because we were coming out of the period of the 30's 
and 40's when our eredit,,during the 30's, wasn't 
prime; perhaps. This policy of strengthening went 
omy ate "Part “or PU had a series of techniques to) 
run budgetary surpluses to keep the market clean, 
to buy our own bonds back, and institute a savings 
fund policy and limiting borrowings on the Canadian 
market. This is a non-arithmetic reason for going 
to the American market. Then, you have this benefit 
of staying off the Canadian long-term. 

Now, what were the detriments and what 
were the benefits of going to the United States? 
There used to be a sort of rule of thumb of -- well, 

that 
.60 was a figure: If there was/much Spread in the 
interest rate it was worth our while -- 60 points. 
This figure has waivered from 50 to 75 from time to 
time, and there are a number of assumptions built 
in there, and it gets trickier. 

COMMISSIONER GIBSON: What about the 


exchange rate? This .60 -- is this on the asaimption 
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you pay at par? 

HON. MR. BLAKENEY: TI think T will ask 
Mr. Johnston to answer this, 

MR. JOHNSTON: Currently, I think, we 
would be inclined to look at the formula which you 
will recall Professor Bale outlined in the Canadian 
Journal of Economics and Political Science. According 
to his method of computation, if we take this situatio 
aS an example, if the exchange rate -- there is a 
discount of 5 per cent on the Canadian dollar, and 
a spread of .60, say, on province of Saskatchewan 
bonds -- that is, we could borrow at 5.40 in Canada 
and 4,80 in the United States -- and we are talking 
about a 20-year bond -- you want to know what the 


exchange rate would have to be over the life of the 


bond to make it worth our while borrowing in the 
United States. Using these assumptions, the exchange 
rate over the life of the bond would have to average 
1lO.7 per cent discount on the Canadian dollar. So, 

I think what it really comes to is that you have to, 
in circumstances such as these I have described, you 
have a fairly substantial discount on the Canadian 
dollar for a long period of time to make it 
Aisddvantageous to borrow in the United States. This 
is the ourely arithmetical supplement to what my 
Minister has said, and one looks, oh uscmrse, at the 
trend in the Canadian dollar and Pinas that really 
there have been relatively few periods -=' two; to 


be vrecise -- and for relatively short periods, 


during which the Canadian dollar has been at such a 


sid Owens. orks we endl 


ow eats I autinesaud: MOReMHOT AM . hy ey 
voy dotrw siumrol odd vs Xeof og nenilont ed binow 
metbensd odd at hontidve ofsc toeasterd fisoor fitw 
pantoroood .ponetos Lsotdifet pag aotmonood to Lensvol 
hotsdeutia abd sted ow It .doldatuanoo Yo pordem aid of 
8 ad stent -- sts oguisdoxe ord Th .slqmexs 18:66 — 
bas .teiloh asibsens0 edd no tae teq @ to Javooath 
neworedelase io somiverg mo, .yae .00. to bssige & 
sbeaed at O8,2a 38 worked biluos ow .et dedd -- absod 
aniiflas o18 ow bas -- eedede bedto eid at 08.) bas 
ett dedw wood of tosw soy -- . brod sHey-0S 6 Juods 


ait lo stil sdt seve od o¢ eved biwow edst sgemsnioxe 


add at anitworrod elidw wo désow ti solemn od heod 


exnetoxe ont .enotiqmuers east gafeU....8edste hediav 
sueveve of oven bluow Soed ont to cltl edd teva etst 
06 .asifeb astbsasd eit go dayooelb jnesstey Ys OL 
.ot eved voy tedt at ot eamos yilset oh terlw wotdd I 
yoy .beditoash avad I easrd Bs dova eoonstamsorlo mf 
matbeasd orlt no dnvooath Psetinatadve viate? s ever 

SL oem ot omid Yo hotieq anol e 103 selLlob 

— ekdt sfogsia hostoU ond at wowtiod oJ avosnstdmavonarh 
san deriw OF tnomolaqua Leofesmdsins yie tug end, ef 
edt dis, coaxuo0o 40 , e100! BAe bmG,,. Ole ase yevarath 
yilset Seas ebail ons <aliehuneiben so ond ob Sres3 
ot .owd dt abatieg we? yhevidebon rasd syed etortt 


abo itaa, gn “ovis sl pmme? baa -- sehosta od 


a ee re oe Sl mea ee a a" eee re ere 


Nethercut & Young - OLo = 


Terente, Ontarie 
heavy discount. 

The short answer to your question is that, 
yes, the exchange rate is considered, and one must 
make certain assumptions as to the exchange rate 
over the life of the bona. 

COMMISSIONER GIBSON: Which are more or 
less independent of what the exchange rate is at 
the moment -- in other words, if you borrow at a 
time of discount this is not necessarily a reason 
for making a highly pessimistic assumption about 
the repayment rate, is it? You cannot be more 
specific than this? In other words, you have got 
to have a sufficient difference in your interest rate 
to outweigh whatever you assess the exchange risk 
to be at the moment -- looking ahead over the period 
of your bond issue? 

MR. JOHNSTON: I think it may be fair to 
Say that during the mid 50's there was a tendency 
for people in Canada generally to make an assumption 
that the rate of growth of the Canadian economy 
was going to exceed the rate of growth of the 
American economy and, of course, One can trace this 
back, but nevertheless with this general long-run 
assumption, why, of course, you came to certain 
conclusions as to what the exchange rate would likely 
be over the life of a debenture issue. 

COMMISSIONER GIBSON: I think a very gene 
assumption was that you assumed the exchange rate at 
par and half of one per cent difference in the 


interest rates, and this was good -- this was in the 
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Terente, Ontario 
period when the Canadian dollar was, in fact, well 
over par. This kind of thins -- you would necessarily 
be guided by this now? 
MR. JOHNSTON: I think that the validity 
of that -- I am expressing personal views and my 
Minister is listening -- I think the assumption 
that over 20 years the exchange rate will average 
par is as valid an assumption as it was in 1955. Ther 
have been no long-run reasons, I would suggest, for 
altering that assumption. ‘ 
COMMISSIONER GIBSON: Now, would you mind 
going on to some of the considerations that led 
you to go into the savings bond area? 


HON. MR. BLAKENEY: Before doing that, 


IH 


wonder if I may make a little comment on this 

U.S. pay. We probably made it in the brief, but 

I think it is probably known we have a sinking fund -- 
3 per cent of the outstanding issue, and if it is 

a U.S. pay issue we set up a U.S. pay sinking fund 


so that we minimize our exchange rate risk over 


the years. 

COMMISSIONER GIBSON: Smooth it, so to 
speak? 

HON. MR. BLAKENEY: Yes, we smooth it 
out. 


COMMISSIONER GIBSON: Secade when you 
do it, you are taking a risk. 
HON. MR. BLAKENEY: That is right, and 
we are applying the long-term, rather than what 


happens when the bonds come due -- what happens on 
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Terente, Ontario 


1 that Monday morning. 
RF 2 COMMISSTONER LEMAN: Dollar averaging. 

3 HON; MR. BLAKENEY: « Yes, there is a 
4 eood term and we have other considerations, .non- 
5 arithmétic ones such as the presont holding in 
6 United States)pay or foreign countries. Even if 
7 we thought it was a good gamble we would not put 

8 all our eggs in that basket. We would like to limit 
9 the amount of foreign pay we have and the Bank of 

10 Canada's opinions and all) these things have an 
11 influence. 
12 COMMISSIONER GIBSON: Could you say some- 
13 thing about the consideration that.led you to issue 
14 savings bonds? 


HON IMRY CBEAKANEYen :- Well, -wesares simpdy 


edging yinto thisefield. -Lastsyear we took out 


$14 million: in savines bonds approximately and this 
year we made strenuous efforts to limit this to around 
$10 million and in fact the issue came in at $11 
million or something or other. Here we have tailored 
the issue to make it appeal to-individual investors. 
I think you may know our provisions but it is 
virtually not open to corporations, except those who 
have head offices in Saskatchewan. The dollar limit 
is small, We want to build in a stability there 
and reduce the turnover risk. 

T think here we would. think that any 
limits we have are just psychological limits that 
we currently, think and we are thinking -- our 


present thinking is based on nothing much but hunch, 
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Terente, Ontaric 
that we should not have more than 10 per cent of 
our outstanding debt in this short-term demand 
money, if I may refer to it as that. 
- COMMISSIONER GIBSON: This kind of 
limitation is set by considerations of liquidity? 

HON. MR. BLAKENEY: Yes, 

COMMISSIONER GIBSON: Where you do not 
want to take out too much in case it might become 
demand money? 

HON. MR. BLAKENEY: We cannot envisace 
a demand in the ordinary sense of the word but it 
may have to be rolled over at a higher rate and you 
get yourself locked into the higher rate over a long 
period of time and it is a great risk. 

COMMISSIONER GIBSON: Is this really worth 
your while? I can see your interest, you see a big 
number of widely held forms of debt but you pay more 
for it than if you borrowed on the short-term market, 
don't you? 

HON. MR. BLAKENEY: Yes, but we would 
think that the risks are a good deal less than on the 
short-term market. 

COMMISSIONER GIBSON: In other words, 
you feel the spread of these bonds gives them enough 
Stability so that the contingent liability is not 
very likely to turn up? 

HON. MR. BLAKENEY: That is right and 
we tailor them so that there is an advantage to hold 


them to maturity. 
COMMISSIONER GIBSON: Very much like 
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Terente, Ontarie 
Canada savings bonds in that respect? 
HON. MR. BLAKENEY: That is right. 
COMMISSIONER GIBSON: Well, what do you think 
about a spread of this kind of financing or is this 
a fair question? 
HON. MR, BLAKENEY: Well; this is Something 
ITtad not thought of or formed any opinion on but offhand 


I would think it was quite desirable to have provincial 


Pee teiiens bonds held widely throughout the economy 
by small investors and that sort of thing. 

COMMISSIONER GIBSON: You cannot persuade 
them to buy them on a fixed term basis and pay a little 
more interest? 


HON. MR, BLAKENEY: We have not been able 


15 to persuade them and this is really a feature of an 

16] undeveloped security industry in our province. Now, 
17| this is not surprising. "Undeveloped" is the wrong 

18| word -- developing, I believe, is the appropriate word 
19|| but we have not had a securities industry which coula 
20| market long-term bonds to small investors. The Canada 
21] savings bond people very kindly built a market for 

22| long-term bonds which had a demand feature in them. 

23 Several of the provinces are taking advantage of this. 
24 COMMISSIONER GIBSON: I suppose there is a 
25 competitive side to this too and if your citizens of 
26|| the province are buying Canada savings bonds’in a large 
27| way it is hard for you to sell fixed term bonds? 

HON. MR. BLAKENEY: That is right. 
COMMISSIONER MACKINTOSH: You have the 


Co-operative Trust Company issuing certificatessof a 
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Similar sort. 

HON. MR. BLAKENEY: TI had not been fully 
conversant with the fact that they had been issuing 
demand type. | 

COMMISSIONER MACKINTOSH: But this spread 
on the market may be tougher and more dangerous? 

HON. MR. BLAKENEY: Yes. The size of this 
market is, I think, totally unknown and one looks 
at a province like British Columbia and one sees that 
it has been developed to a fairly large extent there. 

COMMISSIONER MacKEEN: There is a limit to 
the amount of bonds you sell to any individual? 


HON. MR. BLAKENEY: $10,000 on any one 


issue. 

COMMISSIONER MacKEEN: It has to go to 
an-individual, not a corporation: or company? 

HON. MR. BLAKENEY: We permit a corporation 
to buy them if their head office is in Saskatchewan. 
Regretiably, this limits the distribution. 

COMMISSIONER MacKEEN: Up to $10,000? 

HON. MR, BLAKENEY: Yes. 

COMMISSIONER MacKEEN: How about credit 
unions? 

HON, MR, BLAKENEY: They can buy them up 
to $10,000. The limit of $10,000 applies to everybody. 

COMMISSIONER BROWN: Does this development 
not only possibly affect the potential for selling 
your own bng-term bonds in the province but also the 
potential for selling municipal bonds in the province? 


To that extent is it not making it more difficult for 
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Terente, Ontario 
a more wide-spread investment dealer organization to 
develop? 

HON. MR. BLAKENEY: This would be a reasonabl 
assumption. The dealers tell us it is not so but EE 
think probably it is not so just because of the very 
circumstances which obtain today. One would think 
there would be a long-term borrowing. Everyone cannot 
exploit the same market. 

COMMISSIONER BROWN: And obviously if you 
can buy a 10-year benakpayins 5 per cent which is 
callable you are going to ask for more on a 10-year 
term bond or 15-year term bond, you are going, to have 
to pay 6 per cent? 

HON. MR. BLAKENEY: The dealers, tell us 
that they are separate markets but I wonder whether 
this can continue to be the fact. 

COMMISSIONER BROWN: So far on your first 
one I gather from the comparison in the tables you 
had a redemption of about 3 per cent in the first 
year? 

HON. MR. BLAKENEY: Yes, that is about the 
right figure. Over the first year it was --- 

COMMISSIONER BROWN: I am just going ly 
the figures over there. I would work that out to aroun 
13 per cent. How close it is to a l2-month period 
I do not know. ) 

HON. MR. BLAKENEY: That is about right, yes. 

COMMISSIONER BROWN: So as you get on farther 
you are probably going to have more redemptions once 


everyone is getting close to --- 
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HON. MR. BLAKENEY: Well, itis a nice 


é question. If that rate of erosion continues, 30 
3 “pee cent on the total issue, they are 10-year bonds -- 
4 to some extent that rate of erosion will not continue 
5| because as you get nearer to maturity date the premium 
F 6 makes it much more desirable to hold but in the last 
7 year your yield is away up. 
8 COMMISSIONER BROWN: They are non-transferabld, 
9 IT gather? 
10) HON. MR, BLAKENEY: Yes. 
. 11 COMMISSTONER BROWN: Except to estates? 
12 HON. MR. BLAKENEY: That is right. 
13 COMMISSIONER GIBSON: Would you give us 
14 your ideas as to why you go to the money market, the 
15 considerations that lead you in that direction, some 
16 idea of the limits there? ‘This is the: other sources 
17 that you go to, the long-term market. 
18 HON. MR. BLAKENEY: With respect to l-year 
19 bonds, one year and six months, we have attempted 
20 to pick a level which w e think we can roll over 
yal even in buoyant times,«and when money is tight. This 
| 22 has been our aim. Not particularly for publication 
23 but we think we have been rather conservative.in this 
24 field and that this is an areaswhich we might well 
25 look at and see whether we just have not been too 
26 conservative on our money market purchases or sales 


of that type of security. 


Similarly for the treasury bill market, 
the 9l-day market, we have felt that $1 million a week 


we ought to be able to handle even in pretty difficult 
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times. The rate will change a bit, of course, 

COMMISSIONER GIBSON: Can you give us some 
idea of the sort of upper limit at any given time that 
you think is appropriate for this type of short-term 
debt? You work on’ that Ihasis? 

HON. MR. BLAKENEY: We have up to now worked 
on a basis which we felt was safe even in tight money 
times. This has been the policy. I do not think we 
have really tried to probe whether we were too 
conservative there but we might review that some other 
time. 

COMMISSSIONER GIBSON: Would you agree there 
was an area of choice between the money market and 
the kind of Savings bonds you put out or do you think 
of it that way? 

HON, MR. BLAKENEY: I think there is an 
area of choice there. I do think they are in part 
alternative. I do not think they tap the same sort of 
funds. 

COMMISSIONER GIBSON: No, they do not. It is 
Just that there is a demand obligation on the Savings 
bond. That is the element of similarity. 

HON. MR. BLAKENEY: Well, they each carry 
a special type of risk, a risk which is not inherent 
in the long-term Canada pay and you Bony of balance 
off this risk and to that extent they are alternative, 
COMMISSIONER GIBSON: I would like to get back 
again to the way that the monetary restriction works 
as it affects the local governments. You say a little 


further on here, in paragraph 37 that the credit for 
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local Saskatchewan sovernments is more severely 


2 rationed in periols of monetary restraint. Would you 
a give us some impression of how far this is sO, if 
4 there is any quantitative nba ia here? Really all 
5 we know is that the number of delegations asking 
6 for assistance, the number of resolutions whtboh you 
7| get from local government organizations asking for 
8 some provincial assistance with capital financing 
9 programmes seems to increase fairly briskly when 
10 there is a:capital shortage,and when these people 
11 are finding... difficulties. The sequence. of events 
12 -fcclear enough... Almost by. definition, that is a 
13) buoyant time when there is tight money, almost by 
14 definition there is a wave of optimism "Let us get 
15 on with projects now", and almost by definition 
16 they do not much like talking to a dealer who has 
17 lots of other issues and they come around to the 
18 p rovincial government which is. having, its troubles 
19 financing and there is a temporizing and dampening 
20 effect. I would not be able to put figures on it 
21 but this was the basis in mid-1958. if 
22 COMMISSIONER GIBSON: In other words, you 
23 then go through a process of, would you call it, 
24 rationing of credit to the local Bt ere 
25 HON, MR. BLAKENEY: ee rationing 
26 our school grants for capital purposes ‘and also 
z 27 rationing it out and that is really 219% could be 


called. You say you can provide X millions of dollars 


for capital buildings. 


COMMISSIONER GIBSON: How do you do this, do 
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you just knock such and such a percentage off most 


of the demands and weigh one thing more heavily than 
Something else, or how do you do it? 

HON. MR. BLAKENEY: You set up a formula 
which you hope will discouragé some beéausc ayig 
the demands it puts on them. Others you would have to 
disillusion by saying they:can not have any more 
money from the government fund because you need it 
for yourself. I would not be able to acquaint you 
with the complete arsenal of weapons which one uses, 

COMMISSIONER MAacKEEN: Mr. Blakeney, do 
you vary the rate at all according to the cost to 
the provincial government, what you charge the 
municipalities when money is tight; in other words, 
is there just one rate that you charge to the 
municipalities? 

HON. MR. BLAKENEY: Yes. We do not make 
many direct loans to municipalites in this pure sense 
of the word. We either make grants to them which, 
of course, do not bear a rate of interest or in the 
alternative we buy a portion of an issue which they 
are marketing and when we buy a portion of the issue 
we expect to set the same coupon rate nae the other 
purchasers get and if we buy 50 per cent of the issue 
which a town is marketing to instal Sewers and 
water systems and they put a 5-3/4 per cent or 6 
per cent coupon on it we will buy half of it but they 
will have to put the coupon on which will sell the 
other half and this is what we get. So to the'extent 


that they have to vary their coupon we vary the amount 


of our participation. 
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1 COMMISSIONER LEMAN: But you always pay 
2 the same price as the public? 
3 HON. MR. BLAKENEY: | Yes. 
4 COMMISSIONER BROWN: Does this apply even 
5 though a dealer is working on it? 
6 HON. MR. BLAKENEY: Yes, and it is an 
7 incentive for the dealer to take the issue. He 
8 knows he can market a decent piece. And he has 
9 got a head start on the commission, you might way:. 
10 If he came to us with too many bonds we might try 
11 to move him down but within the sort of general 
12 limits. 
13 COMMISSIONER ‘BROWN: Is the dealer working 
14 on an agency basis or has he bought ‘the bonds? 
15 MR. JOHNSTON: I think in most of the 
16 smaller local governmoentvcunits it is an option. 
17 It is not an underwriting deal although there have beédn 
18 more underwriting deals lately than, say, five 
1) years ago. 
20 COMMISSIONER BROWN: If it is an option, 
21 let us say it is an option at par less commission 
22 when you go to the dealer and he has probably not 
23 made the effort you think he should have made on it 
24 do you insist on buying it at less than par or do 
As) you buy from him at par’but he gets. a lesser 
| 26 commission and the municipality gets the benefit 
: 27 of the difference? 
| 28 MR. JOHNSTON: In this case we will 
| 29 | negotiate a commission with the investment dealer. 


30 COMMISSIONER BROWN: So that the municipalit 
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gets the benefit of it? 

MR. JOHNSTON: That is correct. No, iilot the 
municipality. He buys the bond from the municipality 
at a negotiated price plus a commission and then we 
will reduce the commission. 

COMMISSIONER BROWN: I don't know whether it 
worked the opposite way so that the municipality got 
the benefit of your bargain. 

MR. JOHNSTON: No. 

COMMISSIONER GIBSON: Getting back to how 
the money restraint works, I take it that your general 
view is that it has a very significant effect on 
local government when-there are periods of tight 
money but you do make one exception to this. You say 
that cities are welfare borrowers that have commitments 
which,can scarcely be deferred, the implicationbbéing 
that they pretty well have to go ahead with most of 
their plans. What I wanted to get at here was the 
city is levying tax rates too and the councils, aren't 
they to some extent sensitive to an increasing tax 
rate, if not directly to higher interest rates? Suppose 
an interest rate were lower, Suppose insbeadctofobooking 
at a 6 per cent interest yau wore: booking’ at ac’: 

4 per cent interest rate, would their programme be 
bigger? | 

HON. MR. BLAKENEY: I think this is true. 

IL. think it is varied as to impact. I think you have 
to realize that civic governments. usually bring to 
bear a fairly short-term approach and 6 per cent 


interest rate is not going to bother this council 
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1 very much because after all it is not going to be 
2 there when the anount of the interest is paid. 
3 COMMISSIONER GIBSON: It has been passed on 
4 to the tax rate? 
5 HON. MR. BLAKENEY: Yes, but someone raises 
6 the taxes two years hence or something. T would 
‘ not be suggesting that this is necessarily a-eause 
8 but it is true that municipalities are only now sort 
9 of turning their minds to their long-term pictures. 
10 But I would not be wanting to Suggest that the interest 
11 rate does notaffect them. I think it does. TI think 
12 it affects their decisions as to whether to borrow. 
13 I ‘really cannot ‘qualify that ; 
14 COMMISSIONER GIBSON: Thinking of it 
15 | the other way, though, in most cities as opposed 
16 to towns there is quite a big long-term job of 
17 renewal, that needs to be done. It does not have 
18 to be done this year or next year, but sooner or 
19 later a lot of things in regard to sewers’, ‘roads, 
20 and so on -=- you can see them coming up, and this is 
21 the area I was wondering about: It would beem to me 
22 a higher interest rate would make it possible to do 
23 less of this than you might have otherwise considered. 
24 HON. MR. BLAKENEY: I think this is so. 
25 I think of the Saskatchewan cities, and I think of the 
26 | ones sitio w/b days of low interest did not carry on 
27 || renewals, and in the days when interest went up they 
3) did this. 
29 | COMMISSIONER GIBSON: This was because of the 


30 change in the -income of their citizens, really, wasn't 
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1 it? 
2 HON. MR. BLAKENEY: Well, I am thinking 
3 of the period since the war. 
4 COMMISSIONER GIBSON: Yes. 
5 HON. MR. BLAKENEY: I think it is a change 
6 in the income of their citizens, but it is pretty 
7 clear this was a greater factor in reachin: thy 
8 decision . --i their tax potential ——:tharnqa’s the 
9 rate of - interest, 
10 COMMISSIONER BROWN: In other words, they 
11 are fairly immune to monetary policies? 
12 HON, MR. BLAKENEY: They are not immune 
13 to its effect, in the sense of paying a higher interest 
14 COMMISSIONER BROWN: But in making their 
15 decisions? 
16 HON. MR. BLAKENEY: They tend to be. I 
17 think they are becoming less and less immune. I think 
18 the bringing to bear of these considerations is much 
19 truer in municipalities than it was a few years ago 
20 when they were sort of -- well, it was a straight 
21 matter of squeaky wheels. They had so many demands 
22 and they picked out-so many. But I think there are 
23 more long-run projections now, but I think it is 


still not a great factor. 

COMMISSIONER MACKINTOSH: A very common 
point of view is that construction costs increase 
every year, and that to wait for the lower rate of 
interest will lose you more than if you go ahead with 
it now. 


HON. MR. BLAKENEY: That could be tr 
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1 COMMISSIONER MACKINTOSH: It may not be 
2 true, but this has been a very common influence, 
3 HON, MR. BLAKENEY: It has not been too 
4 far wrong as an assumption. 
3 COMMISSIONER MACKINTOSH: So far. 
6 HON. MR. BLAKENEY: Yes. 
Yi COMMISSIONER BROWN: There is only one 
8 question I have, which is a few paragraphs further 
9 On in the technical brief where you talk about the 
10 private sector ---paragraphs 39, 40 and 41. TI was 
11 wondering if you could give us some picture and 
12 rough statistics of the pressures on your Industrial 
13 Development: Fund in times of wauwiaty restraint and how 
14 and if you met them? This is two things: One is 
15 the extent to which monetary restraint influences 
16 people in approaching you, and also the extent to 
17 which you through your operations isolated such 
18 people from the effects of monetary policy? 
19 HON. MR. BLAKENEY: I would answer that’ by 
20 dividing it into two parts: Firstly, the effect of 
21 monetary policy on their working capital funds, and 
Zz the effect of monetary policy on their long-term 
Ze capital requirements. 
24 With respect to working capital, we were 
25 conscious, as I am sure everyone in Canada was, of 
26 the tight money policies which the chartered banks 
zi applied from time to time. 
28 GOMMISSIONER BROWN: Is it fair to blame 
29 it all on the chartered banks? 


30 HON, MR. BLAKENEY: = Noy no. -D saw Mr} Gibson 
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getting ready with a comment. No, I was not Suggesting 
it was the chartered banks' policy. It was manifested 
through the chartered banks, and we were unable or 
unwilling -- I don't know which -- to shield the 
new industry or the existing industry from the impact 
of this to any great extent. We did not attempt to 
get into the business of supplying working capital 
through our Industrial Development Fund. We did a 
little bit of it around the periphery. It is sometimes 
difficult to distinguish what is long-term and what 
is working capital, but, by and large, we did not do 
much in that regard. With respect to people's long- 
term requirements, there was some increase in demands 
on our funds. I would have thought the payments 
out, Say, three years ago would have been -- we might 
advance $13 million in the coming year, and these 
are rough figures, which may have been $3 million 
three years ago. This is sort of quantification -- 
this is the money for smaller industries. In addition 
to this, we, the government, guaranteed the bonds 
of two particular industries, one to the extent of 
$54 million and the other to the extent of $10 million, 
who were unable to get long-term financing. I would 
not, I think, be able to say that their inability 
was due to credit controls. It is sort of an amalgain 
of reasons that they did not get —— money, ‘and 
I would not want to say this is due entirely to 
monetary restrictions. 

COMMISSIONER BROWN: Steel was: in 1953, 


which was a period of monetary restraint, and the 
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Cement was ...? 

HON. MR. BLAKENEY: The Cement was in 
late 1955 and early 1956. I think we beat the 
monetary restraint on that one by about a month. 

It was November, 1955, and there was a fairly sharp -- 
this trust deed was November, 1955, and I think the 
deal was negotiated a little earlier than that. But 
the fact this was coming doubtless had some effect 

on trying to market these bonds. 

COMMISSIONER GIBSON: (Going to the main 
report you deal at considerable length with your 
borrowing decisions, but the conclusion just before 
that -- the Government of Saskatchewan capital 
markets -=- there are a few more questions I would like 
tovraise. 9 On page 10, paragraph’ 30, you say that the 


case’ for tle first kind of provincial government 


borrowing -- and this is ‘borrowing for the power 
commission and the telephone company -- is quite 


straightforward. There is one further question here 
that is not raised, and I presume that it would be 
possible in some circumstances to raise rates rather 
than borrow more money -- that is, rates for service -- 
and wouldn't this appear as a serious alternative 

if money were expensive, for example? 

HON, MR. BLAKENEY: Yes, but the sort of 
quantities of capital involved are syourdat that it 
does not become a real serious alternative. 

COMMISSIONER GIBSON: Not in one year, but 


over a period of years it becomes a significant 


alternative? 
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Terente, Ontaric 
HON, MR. BLAKENEY: Oh yes, I would like 
to make the point of quantification again: The 
Saskatchewan Power Corporation capital spending 
programme during the last fiscal year was greater 
than its total revenue, so you would have to increase 
the rates 100 per cent, } 
COMMISSIONER GIBSON: I appreciate that, 
but the point is, when money is expensive wouldn't 


you think as a partial alternative -- obviously, it 


could not be a full alternative -- wouldn't you 


consider the possibility of taking a good look at 
the rate structure and seeing what you could do there? 

HONS MRay BLAKENBY :+), That 25,right., tis 
a little easier in telephones than in power. The 
power rates, at least at the particular levels, 
are fairly sensitive. There is the law of diminishing 
returns setting in pretty rapidly in some of these 
rates. 

COMMISSIONER MACKINTOSH: You mean you 
have competition? 

HON. MR. BLAKENEY: No; a person simply 
doesn't use power if the rate is too high. You are 
going to build the plant anyway, and you know the 
nature of the power industry: The fixed capital 
is enormous. 

COMMISSIONER GIBSON: But - do have’ 
competition with gas and oil? 

HON. MR. BLAKENEY: Oh, yes. 

COMMISSIONER MACKINTOSH: That is what I 


meant. I wasn't referring to the private utilities. 
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Terento, Ontaric 


HON. MR. BLAKENEY; But with telephones, 
this is true, and when one looks at the rate policies 
of telephones, and to some extent power, one could 
reach the conclusion that possibly it has been an 
element in the planning. To some extent, of course, 
your rate of depreciation is a discretionary thing, 
and if you set it a little high you are, in fact, 
generating capital for fubure™ development by a higher 
rate. It may not show up as a profit; it may show 
upYas-a’ depreciation? 

COMMISSIONER GIBSON: Going on to paragraph 
33 you say here that a national government ean, in 
fact, take a different viéw than a provincial government 
as to its capital financing, that As able, because 
of the broader economy -- and also the Suggestion is 
made here, because of its power in the sphere of money, 
that it is able to take a very much broader view -- 
I agree the national government has a much broader 
base, but I don't see why if credit is being extended -- 
in other words, it is a reasonable monetary policy 
which fits a particular set of circumstances -- why 
it is not just as appropriate for a provincial 
government to borrow as a national government to borrow. 
The availability of credit is partly related to your 
monetary policy and it affects both the federal 
government and the provincial government. 

HON. MR. BLAKENEY: Well, I think this is 
the basic proposition of the brief, of course, and 
we just say a provincial government and a national 


government in this particular area are two totally 
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Toronto, Ontaric 
differentvanimals, -and»when we ask for federal 
government social capital loans or Srants we are not 


asking this because we want ‘someone else to do the dirty 


work of taxing. We are not asking this Solely because 
we think there is inequity of tax potential across, 
We just think we have a couple of other reasons which 
we think are compelling reasons, and another one we 
think, is that. if the provineial government borrows, 
what can it do? .They can engage-in social capital 
projects or some economic development projects, but 
in the case of Saskatchewan the greater portion of 
the benefits of these simply leak out. It does not 
accrue to Saskatchewan. We can build a resource road, 
but there is no reasonable belief that Saskatchewan 
people will drive over this to develop the minerals; 
and if minerals are developed there is no ground for 
believing they will be refined in Saskatchewan or 
that the profits will accrue to Saskatchewan people, 
or that in any way very much of a benefit will accrue 
to Saskatchewan. With respect to technical education, 
the situation is not much different. It is-all very 
well for us to train technologists, but there. is no 
reason to believe the benefit will accrue to 
Saskatchewan. 

COMMISSIONER GIBSON: But isn!0 this: something 
that. is, going.on generally in the anaes In other 
words, if you get a period of growth, everybody is 
doing a job of providing the facilities to a varying 
degree in education, and so on. Surely, you could 


not argue they should all be geared to a central level? 
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Terente, Ontario 
1 HON. MR. BLAKENEY: So long as everyone is 
2 doing it approximately at the same level, this is 
3 all right, but then we run into a further problen, 
4 and this is that the federal government can incur 
5 interest charges to generate economic development 
6 even if this economic development does not produce 
7 revenues for the federal government -- direct revenues -- 
8 because this benefit is going to apply across the 
9 nation, and they can collect their money across the 
10 nation. 
11 COMMISSIONER GIBSON: But “hts. @oes come bae 
12 in revenue in one way or another. 
13 HON. MR. BLAKENEY: Yes, may be, but this 
14 is afar cry from the provincial sovernment!s position. 
15 If they incur interest charzes to generate one of 
16 these projects, if the economic level is boosted, 
17 this does not materially increase the tax potential 
18 of the province because the economic development is 
19 generated all across the country, and it is not a 
20 mere question of transfer of payments, because while 
21 it is true that the federal government taxes to pay 
22 money to its bond holders, it is merely moving money 
23 from one Canadian citizen to another Canadian citizen, 
24 by and large. If we tax to pay money to our bond 
25 holders, it is not moving money from one Saskatchewan 
26 citizen to another Saskatchewan citizen. By and large, 
27 it is moving Saskatchewan money outside of Saskatchewan 
28 because our bond holders are outside. Our position 
29 is the same as if Canada were financing its @eficit 


30 by borrowing in the United States. 


at esaoyreve as Sool o@ sYSVERALG .AM 


umeidorg teddwi s otal mut ow sods dud . Saints 


xyont aso toemmvrevon [stebet edd tend ef eftdd Hn6 


gouborq ton asob dJasmqoleveb ofmonoos 
- gourever dosukh -- soomayveveg Isrshel sz 
add searos viaqs of antog ef dtterned 


add gBoros yonom rtleria Joolfios aso yordt 


Hoes smos Beh cia? duc sOSarp ABKOTseTMMoD 


st eft .fLovel oemse odd gs ylotsmixouqqs oh wantob 


taamgolsveb simonoos statersg od esgrerio Jeersiat 


del cle 
MOH an 


afrd ‘12 neve 
sol seunevet 
aid? seusoed 
bis . snoldsts 


often 


.tesctoms *o wBW Sto ak ounevedt at 


|, HoLvbBeos el Jaonaisvon istotiverg sad ner? yro TST 6 “aL 


7s 


.bateood et I[svel obmonoos srs TI «ke 


[sktinetog xsd ory ssssuseh vitisivodam 


| 
| 
| 
| 
| 


eins dud .9od vem .8sY <*YSUEHATa AM MOR 
| 
| 
| 
| 
| 
| 


to Sno oteavedey ot aszyeto teetodmk seromt yerddortr 


Jostorq essed? 


gor esobh att 


ak tonomgoleveb obtmonoss odd sansood sontvorg ond ‘to 


s jon eI tt pos .vrdnvoo sft eaotos ifs botetenes 


slidw sausosd ,etroemysq To retenstd to noidvesup otsm 


“sq Od eexed toansrevosg Larebst onc ts 
yodom anivenm vwlotem eat + eBtebLior haod 
wiositio nekbensS teddons of Hesivio nstb 
baed iso ot yYorttom vyeq OF KES Sw II 

neworotetece 9040 mor? yanonw Baivon Jom e 
ure boas va festtio nsvehoteHe@se torlto 
‘aswedotdsiese To ohblatvo yonom Abwedotsxesd 
fOkEtESoG THO .obtaduo sts anebton 50 


Siofje? etl gnbonsntt sorsw BReAeD It 2 


Vy : H - 
{ 7 A 7 ee ee a A: hue, 2, eA 


at ound ef- tr 
23st oF yenom 
BIBO Smo. MoT? 
.sarel bes yd 
—E dL . axroebfod 
me ot tesldro 
anivom er tf 
d quo sousgoad 


eS ameea SA at 


i S&S @. #2 wee 2 2... ip 


29 


30 


Nethereut Young = 634 - 


Terente, Ontaric 
COMMISSIONER.GIBSON: Surely this is 

a matter of degree. You, yourselves, make this 
point in connection with local government finance. 
You seem to feel there should be a reasonable degree 
of local government responsibility. You don't like 
the idea of guaranteeing local government securities. 
You prefer, I gather, that they raise a good, deal of 
the. money themselves. So, in the larger field there 
is. surely..a good deal in this idea of responsibility 
being associated with expenditure, and of course in 
the broader field you run into the basic constitutional 
problem which you do not encounter at all in the 
relationships between provinces and municipalities. 
We have a constitution which makes. the relationships 
very different, as you know so well... What I.am 
getting at is the sort of argument that the federal 
government should. raise more of this money for use 
across the country through provincial hands. -- 
local hands, -- and I do not think you have made your 
point that this would be a more effective way of 
raising the money. You may raise more money from 
the people in the locality by having the local 
governments and provincial governments raise the 
money in the locality. You may water down your 
national credit. We have seen in the last few years 
Some rather perverse reactions to se rast, policy 
arising owt of fears of inflation and general world 
environment, and so on, and it is perfectly obvious 
there is a limit to how much can be put under the 


national government. Would you care to say more 
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on this particular point? 

HON. MR. BLAKENEY: I don't think we see 
the sort of constitutional difficulties to the 
federal raising and provincial Spending of money 
that some people do. It seems to me the tax rental 
agreements are a perfectly valid and perfectly 


constitutional ~reaction to the fiscal problems we 


have in Canada. I would Arect the Commission's attention 


look around and see what counter-cyclical projects are 
on the go in Canada, and how many of them are on the 
£0 solely because there is federal participation. 

I look around our place, and we are going into a 
project of building technical education facilities 
solely because the federal government are putting up 
75 per cent. We could not have afforded it otherwise. 
The South Saskatchewan Dam is the biggest construction 
project in our province, and it is being built ‘because 
or federal carticipationy and i would rot bei built 
without federal participation. We are not suggesting 
that our remedies here are the only ones that ought 

to be applied and the only tools that ought to be 

used in economic planning. ‘The biggest construction 
projects we have seen have been, by and large, 

federal participation ones. It is not reasonable 

to ask provinces with the resources of Saskatchewan 

or Newfoundland to get into this business of counter- 
eyclical financing. They would look upon us as 
enterprisers and we think they would look askance 

at us if we got into the business, 


THE CHAIRMAN: Who asked the provinces to 
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get into the business? 

HON. MR. BLAKENEY: I don't know. 

THE CHAIRMAN: I do not think the provinces 
ever have been asked, 

HON.«MR. BLAKENEY: No; and I don't think 
they should be asked. 

THE CHAIRMAN: There are certain federal 
Schemes, two of which you have mentioned, which have beech 
designed to some extent to fill in this cyclical gap, 
and the two you have mentioned have certain federal 
repercussions: The dam is not for the interests ag 
Saskatchewan, I would imagine. It must have some wider 
benefits. The technical school, as you have already 
mentioned, is something that is in the national 
interest because people do so from one olaceé to 
another, and most of them may not stay in Saskatchewan. 
There must be many proposed projects that are useful 
projects merely in the provincial interest, which 
could be accelerated in bad times or poorer times, 
and why should they be assisted by federal money? 

HON. MR. BLAKENEY: Our answer to that is 
they should not be. 

THE CHAIRMAN: Well, then you could have 
a provincial acceleration programme for projects filling| 
your own proper needs which would have no particular 
federal repercussions, that would go quite a long way, 
and, as I say, this whole cyclical programme is quite 
more complex than it appears on the surface. <I 
think fundamentally this is soun@ in theory and if 


applied properly could be very useful in its multiple 
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results and to a large extent to promote employment 
in times of unemployment and to maintain the economy 
to some extent but I think you cannot bank too heavily 
on that to cure depression problems. I think they 
are Beis complex than that. It is only generally 
on building projects of one kind or another which 
employ a certain type of labour ana there are many 
people who are thrown out of employment who would not 
be fitted for that kind of work, who do not have any 
Skills in that kind of work. There are many problems 
of that kind. 

It takes time to plan projects. They may 
plan them so far in advance that the plan becomes 
obsolete when you want to put them into effect. There 
are many practical aspects of the whole business but 
one that is practical and can be done usefully is 
to accelerate local works which have some urgency 
but have not been done because they were not acutely 
urgent and accelerate to some extent programmes of a 
provincial nature and muncipal nature. 

The money that seeps through the provincial 
and municipal field is much more --~ it seems to me 
is a much higher multiplier, as we call it, than much 
of the money that is spent directly on the federal 
project. So that there is a great deal the provinces 
can do and are doing and have done. Although it may: 
not have been called cyclical spending, nevertheless 
when employment becomes somewhat acute I think all the 
provinces have accelerated their local works from the 


municipalities up to the provincial level and there are 
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1 certain types of projects to which the federal 
2 government do contribute at the present time as I 
3 understand it. However, I do not think we are in 
4 disagreement fundamentally on this problem. 
5 HON. MR. BLAKENEY: No, I would want to 
6 emphasize again that our proposal with respect to 
7 federal government money is continuing social, 
8 industrial and economic development, creation of loans, 
9 of finances, those projects which are judged to be 
10 "in the interest of the country as a whole". This 
11 is our submission. We are not suggesting that local 


capital’ projects ought to be financed by this grant. 


This is our submission and we here have accelerated 


local projects as other provinces have. 

I have a copy of my budget speech here 
a couple of weeks ago and our construction projects 
next year, we anticipate, will be $85 million. This 
compares with $78 million in the year just ended 
Which is a fairly substantial increase. I am sure I 
would agree with the Chairman that there is no 
substantial difference in the multiplier factor of 
a federal government project. 

THE CHAIRMAN: But I mean if it is 
distributed through the municipalities it reaches a 
greater variety of people. The strictly federal 
projects are generally large peer at certain 
specific places and they may employ a great many 
people for the time they are being built and then they 
end but in the municipalities there is constant work 


being done from sewers up to town halls and that. sort of 
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thing as you know and they can be accelerated very 
easily because there is always something that can 
be done and usefully done. It seems to me there is 
a much greater scope for acceleration in that field 
with real multiplying factors than there is in certain 
big federal projects. I notice the federal government 
is contributing to the Saskatchewan Dam. They do 
contribute to technical education --.-75 per cent, 
isn't it? 

HON. MR. BLAKENEY: Right. 

THE CHAIRMAN: So that is already being 
done. 

HON. MR. BLAKENEY: Right and we think 


this is an excellent idea and we are amazed to know 


why it stops there. If it is a good idea it behooves 
the people to show that this is the precise spot to 
stop it. 

THE CHAIRMAN: But those are two pretty big 
federal contributions right there. After all it has 
been said you constantly have to face a choice. You 
cannot do everything at once. 

HON. MR. BLAKENEY: Our choice now is to 
have a loss of 24 thousand or 3 thousand because of 
unemployment or slow growth in our employment or not 
to have that loss, 

THE CHAIRMAN: But where or the unemployment 
centre? Where are the great centres of unemployment? 

HON. MR. BLAKENEY: This is not a proposal 
for Saskatchewan. This is a proposal for all provinces 


and we argue elsewhere that there should be regional 
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emphasis on this. 

THE CHAIRMAN: It seems to me that as far 
as Saskatchewan is concerned you are gaining the benefi 
of the sort of programme that you advocate to a 
considerable extent. What is lacking in Saskatchewan 
on this sort of programme? What more would you think 
would be desirable for Saskatchewan? 

HON, MR. BLAKENEY: I may Say one of the federal 
projects which I think is desirable in this way is 
the winter works project. I am Suggesting to you 
that that has got a first-class multiplier factor. 

THE CHAIRMAN: You are gaining the benefit 
of that? 

HON. MR. BLAKENEY: We would say this: 
Here we are in Canada, just talking broadly now -- 
we have got plants which are not fully occupied or 
utilized, we have got some plants shut down. We have 
got everywhere in Saskatchewan and: elsewhere need for 
increased university facilities. We cannot see what 
would be wrong with building ahead for universities. 
Should one build far ahead, six months, nine months 
ahead, a year ahead, in the time of recession to provide 
a university plan which we know as surely as we are 
sitting here is going to be needed? 

We are just saying that it is beyond the 
ability of a province to finance this to any large 
degree because here ---% 

THE CHAIRMAN: That may be so but do you need 
any extra university space right now? 


HON, MR. BLAKENEY: I am sure we need some 
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extra. 

THE CHAIRMAN: Yes, I know but it is not an 
urgent ‘necessity at the moment. 

HON. MR. BLAKENEY: I am sorry, we are not 
making our point then, sir. We are not arguing that: 
we ought to be providing any urgent social need. 

We are just saying that here is capital planning which 
we all as a nation well know we do not need immediately 
and why not provide it now when we have unemployed 
reserves and unemployed peoole. This seems to be 
an obvious simple argument. 

THE CHAIRMAN: In Saskatchewan? 

HON. MR. BLAKENEY: In every province, 

THE CHATRMAN: I am talking about Saskatchewan 
at the moment because it is your brief and I just want 
to see how in a practical way the present programmes 
are working out and what further you have :in mind shoul 
be done? 

HON. MR. BLAKENEY: Well, may I say this, 
that if there were a federal-provincial project 
for building university buildings these could be 
being built which are not being built now. 

THE CHAIRMAN: That would employ people in 
the building trades? 

HON. MR. BLAKENEY: Yes. | 

THE CHAIRMAN: Who are now unemployed? 

HON. MR, BLAKENEY: Yes. 

THE CHAIRMAN: Are there many unemployed 
in the building trades? 


HON. MR. BLAKENEY: Yes. 
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THE CHAIRMAN: Well, there is no use 
providing something that requires the building trades 
when the building trades are reasonably well employed. 

HON. MR. BLAKENEY: This is fundamentally 
our approach. 

THE CHAIRMAN: Well, I think I have got a 
clearer idea of the way this is working out here as 
the result of this discussion, 

HON. MR. BLAKENEY: Our problem is: that 
we do not think we could, acting as a prudent 
government, attempt to finance these projects because 
we won't get revenue back, we won't carry interest 
charges there. As a prudent provincial government with 
a very open economy we do not think we could borrow 
for these projects and yet we feel that they ought 
to be done and we think that anyone looking at the 
national picturewould agree that they ought to be 
done and they do not appear to be being done here. 

We just have not been able to find the agency who 
ought to be doing it. 

COMMISSIONER MACKINTOSH: I wonder if I 
could simplify this. I would like to take Mr. 
Blakeney's side on the question of more university 
building. 

HON. MR. BLAKENEY: Are you disagreeing with 
me, sir? 

COMMISSIONER MACKINTOSH: I think what he 
1s urging has two elements in it. First, he is saying 
if there is any amount of money or funds available 


in this country for anti-recession uses that it will 
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Terente, Ontaric 
1 be more effective if it is dispensed on a federal- 
2 provincial programme so that one province does not 
3 Stay out and reap the surplus out of the Spill-over 
4 from other provinces and that it is true whether 
5 people feel they can afford to Spend a great deal or 
6 only a small amount but that in the second place he 
7 feels - whether he is right or-not TI eannot judge -- 
8 that the federal government has more financial leeway ; 
9 to increase or manipulate, as it were, its budget in 
10 an anti-cyclical fashion than the provincial governments 
11 have. The provincial BovSPMAeHes f2%e more to do, 
12 they have got their special responsibilities and that 
13 the federal government, not because of its greater 
14 financial resources but because of the flexibility of 
15 its programme and I think these‘are othe two elements 
16 that are really back of his contention. 
17 HON. MR. BLAKENEY: Yes; particularly in 
18 the case of the federal government, if it is financed 
19 by borrowing the borrowers are the lenders and if 
20 it is financed by taxing the people, the people get 
21 the benefits, the people who pay tie taxes. 
22 COMMISSIONER MACKINTOSH: I'am not sure 


23 whether I should go so far back but I think nearly 


24 30 years ago a provincial minister in one of the 

25 provinces, I won't say which province, explained to 
26 me and said: "Professor, you do not understand. If 
27 the federal government would pay 80 per cent of this 


28 this is a good project; if they will only pay 20 


29 per cent this is a bad project". 


.! HON, MR. BLAKENEY: It is a perfectly rational 
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Vicw for a provincial government to take, 

COMMISSIONER MACKINTOSH: T was hoping you 
were getting up to a more lofty héthnt, 

HON. MR. BLAKENEY: JItiis really. our own 
point that it should be taken toa lofty level. No 
provincial government can embark upon programmes 
which are economically sound but fiscally unsound 
and by George the federal government can and the 
provincial governments cannot because the federal 
government is virtually a closed economy -- I use the 
term loosely -- and the provinces are anything but. 
They borrow their funds outside and the economic 
effects are not outside. 

COMMISSIONER GIBSON: I think on this 
question of leakage you would agree you do not want 
to go too far because it applies to municipalities 
and it applies to Canada as a whole. In any national 
programme there is quite a bit of leakage and if you 
put a lot of emphasis on it you are apt-to get an 
unbalanced programme. 

HON. MR. BLAKENEY: I quite agree, sir. 

As a matter of fact with respect to municipalities 

it is a very, very clear point and if you offer 
municipalities the right to put on a sales tax ora 
gasoline tax as has been done in Saskatchewan casually, 
they just sort of laugh at you and say: "We cannot 
apply a gasoline tax in our city; everyone would 
Simply buy the gas outside. You will not be helping 
at all." 


COMMISSIONER GIBSON: But you See what is 
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1 concerning us ds that the alternative proposal, the 
2 additional pressure on the federal finances, if you: likel, 


at 
3 then has to be looked/critically to see whether this 
4 is a plus factor you suggest or does it add up to 
5 a better total than another device. It is a very great 


6 problem of judgment. 


7 COMMISSIONER BROWN: I am interested in one 
8 of your comments and that is that you are apparently 
9 complaining that the borrowing is usually outside the 
10 province. Most other submissions have been to the 

ii effect that more capital goes out of the province 

12 than comes back into it and your contention is that 
13 apparently the money is coming in on a capital basis 
14 rather than»going out? 

15 HON, MR, BLAKENEY: As a government that is 
16 true. In the private sector it is not true. ‘I would 
17 think if all the money that was generated here. in 

18 terms of -corporate profits or life insurance premiums 
19 stayed in the province it might, be a different thing 
20 as to whether we were a capital importer or exporter 
21 but the government borrows from outside. 

22 COMMISSIONER BROWN: It is the over-all 


picture you would have to-lodk at. 

HON. MR. BLAKENEY: \Not.as a government. We 
have got to know that we can meet the interest. When 
we borrow the money we have got to know that we can 
meet the interest and we can get some of it out 
of taxes. 

COMMISSIONER BROWN: I was thinking as a 


government representing the whole of the province you 
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Terente, Ontaric 
have to look at the whole capital flow. 
HON. MR. BLAKENEY: We have to look at the 
whole capital flow, yes, but we are certainly not 
prepared to act as a government in this respect 


purely. We have to act as an enterprise because we 


have to deal. as an enterprise. We cannot stop the 
capital flow, we cannot tax it. We have none of the 
tools and we do not suggest we should have. I do not 
think the provinces ought to have. 

THE CHAIRMAN: It is time, I think, for 
adjournment. We will now adjourn until BeIOk | Me 

(At 12.30 P.M the hearing adjourned until 
2 .30P:aM, ) 
277 On wesuming, at -2230 ih 


THE CHAIRMAN: We shall now resume. 


COMMISSIONER BROWN: Dealing with the 
question of the problems of municipal financing in 
Saskatchewan, you refer to the size of the issues 
as not being large: What do you mean by this? 

What is "large" and what is "not large"? Would you 
give us more explicit -- what is the average size of th 
municipal loan? 

HON. MR. BLAKENEY: Outside of the major 
cities the average issue would be $40,000, $50,000 
or $60,000. 

COMMISSIONER BROWN: And this would be 
werial Lssues?i snes’ 

HON. MR. BLAKENEY: They are almost always 


serial. I think any issue of that size would be 


serial. 
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COMMISSIONER BROWN: And the problem really 
is that these are in most cases too small to attract 
an institutional investor, and therefore they have to 
be Sold on ‘a’ retail basis? 

HON. MR. BLAKENEY: Yes. Over the last littl 
while there have been some successes in creating a 
small institutional market in Saskatchewan. Some of 
the institutions have taken a little bit. However, the 


earlier part of your statement is correct. 


COMMISSIONER BROWN: You suggest encouraging 
the investment dealer ~-- not the organization, because 
they don't sell -- but the investment dealer to deal 
in these more: Have you any real suggestions as to 
how this may be accomplished? 

HON. MR. BLAKENEY: fT want to say, firstly, 
the way we work it now, whereby the province agrees 
to buy a portion of an issue from the dealer who 
underwrites it, or takes it on an option basis, we 
feel this does provide a considerable incentive to 
the dealer. He knows he has a market for a portion, 
and I think, even more important, he knows he is 
unlikely to be badly stuck on any particular issue 
if it should be a sour one. I don't know just how 
one would phrase this, but what we are looking ataeally 
are perhaps smaller firms, or larger firms which would 
set up a department to deal with this. The industry 
in Canada is divided really between the I.D.A. 
members and the rest; and the rest in this part of the 
world are usually very small dealers. We don't really 


have anyone who is set up to market the smaller issues 
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Terente, Ontario 
except to the extent the I.D.A. dealers may set up 
a department to do this. This is a statement of goal 
rather than how we would achieve it and, frankly, 
we have a couple of statements in here where we say 
it would be desirable and we don't know how to bring 
it about. | 

COMMISSIONER BROWN: There is one small 

point of apparent contradiction, and I was wondering 
if you would clarify it. In paragraph 81 you refer 
to the government purchasing up to 50 per cent of these 
issues, and in paragraph 83 you say rarely does the 
treasury purchase over 50 per cent. Is it a policy 
to buy up to 50 per cent and not more? 

HON. MR. BLAKENEY: Pardon? 

COMMISSIONER BROWN: Is there a contradiction 
there? One would seem to say you have a policy to 
buy up to 50 per cent, and the next paragraph says 
that occasionally you buy more than 50 pe cent. 

HON. MR. BLAKENEY: I think that is it. 

We have a policy of buying up to 50 per cent, but on 
occasion ... 

COMMISSIONER BROWN: You change your policy? 

HON. MR. BLAKENEY: ... we vary the policy 
because a particular dealer or municipality may be 
in particular sort of trouble, and this is rarely 
decided upon in advance. It is usually a bale-out 
operation in the sense someone has started out on the 
50 per cent policy and for some particular reason ihas 


afoul. 


COMMISSIONER BROWN: Then you explain why it 
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is you have not considered guaranteeing these 

municipals, and I was wondering if you considered 
guaranteeing certain types of them as some other 
provinces do: For example, British Columbia will 


guarantee certain public utility issues of the 


municipalites, such as self-liquidating water and 
sewers, and your municipalities have these problems, 
and also the rural telephones. Have you at any time 
considered the possibility of guaranteeing that type? 
HON. MR. BLAKENEY: I think we would jhave to 
Say no. Obviously, it has been brought under review. 
Naturally, most of the financing problems of local 
governments have at one time been brought under 


review, but I think no serious consideration has been 


given. We think we would be hard pressed to differentiate 
between various types of local government security, 
and for the reasons we have outlined in the brief we 
feel that the method of buying a proportion is as 
good or a beter method than guaranteeing. 

COMMISSIONER GIBSON: I would like to ask 
a question about the sale of municipal securities. 
You say that two Saskatchewan firms and one Toronto 
firm have been reasonably successful: Is this a 
trend? Is there an improving market developing for 
your municipal securities? Have these people got 
some technique that is likely to spread? 

HON. MR. BLAKENEY: I think the answer to 
that is yes, and there could be a number of reasons 


for this. They are developing a market in Saskatchewan, 
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and Iothink this is just because there is some 
capital here now when there wasn't 10 years ago, 
I don't think there was any loose money in Saskatchewa 
in 1945 or so, and we have generated some, as any 
economy with reasonable prosperity will. There is 
some money now, and this has led to some success. 
A certain amount of rationalization in local govern- 
ments, particularly with regard to hospitals and 
schools, has improved their credit, because they are 
a better type of municipal government. 

COMMISSIONER GIBSON: And increasing the 
Size of the units -- is there a trend in that direction 
too? 

HON. MR. BLAKENEY: Well, there is certainly 
a trend in that direction. I certainly would not 
estimate the speed with which this will come about. 
I think there are markets in the east being developed 
a bit more. I think we are having better success 
in the last few years than we did in the early 50's. 

? COMMISSIONER GIBSON: On the subject of 
statistics, you suggest it would be useful if all 
financial institutions were required to publish their 
holdings of securities. This is already done, as I 
understand it, by the insurance companies; there is 
a little book of their holdings. I think it is done 
by a number of the investment trusts. What have you 
got in mind? I suppose the other major area where 
securities are held are pension funds? 

HON. MR, BLAKENEY: Turst companies, primarily. 


There are pension funds and trust companies as such, 
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I think, are the ones we had in mina. We are not 
aware of any published data on what Securities trust 
companies hold. Perhaps we have overlooked Lts 

COMMISSIONER BROWN: On that, it is the 
question of the use to which it is put. Institutions 
naturally tend to think -- certainly, they make the 
point that in their investment policy they are guided 
by what they think is the best investment available 
at the best term and rate at the time, 

HON. MR, BLAKENEY: Yes. 

COMMISSIONER BROWN: I wonder to what 
extent you think they would be reluctant to voluntarily 
Supply this information on the basis of putting 
themselves in the position of being subject to regional 
pressures? Of course, that is) your object in part, 
isn't it? 

HON. MR. BLAKENEY: I don't know whether 
"regional pressures" is the word, but here z2£8uaowhole 
series of governments trying to make ic mente 
decisions about borrowing in Canada, and here is 
a large block of investments that we know nothing 
about, and to this extent you then remove rationality 
from the money market -- from the investment field. 
You just don't know what you need to do to sell 
bonds. You don’t know who is° buying your bonds or 
who is not, and to this extent you cannot apply any 
reason to your problems. I would think to the extent 
that pressures might be applied, they may be perfectly 
proper pressures. I would not see why; for example, 


trust companies should be shielded from pressures and 
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1 insurance companies nov. 
2 COMMISSIONER BROWN: I think there is a 
3 difference in the people for whom the companies are 
4 acting too. After all, trust companies are frequently 
5 handling individual trusts, and if they start to be 
6 Subject to pressures in the way in which they handle 
7 them, the direction in which they find their investmentg, 
8 I think they would tend» to lose some of those trusts. 
9 HON. MR. BLAKENEY: I Suppose it is possible, 
10 This just assumes that people are entitled to have 
11 a great aggregation of capital that they tell nobody 
12 about, and it is a nice question... 
13 COMMISSIONER BROWN: This is individuals 
14 too 
15 HON, »MR. BLAKENEY: --Oh yes, but they don't 
16 have to -publish how much is held in the particular | 
47 | trust, account of any individuals Abbowe would@ call for | 
18 | would ;be.a statement of their aggregate holdings. 
19 COMMISSIONER GIBSON: On the question of how 
20 institutions in particular might be persuaded to hold 
21 more provincial and municipal securities, you suggest 
22 three possible ways of achieving this: One is the 
23 higher rates of interest, but I take there is no 
24 enthusiasm expressed for that course? This is Section 


25 91, 92 and 93 of the main brief. 


26 HON. MR. BLAKENEY: That is right. 


27 COMMISSIONER GIBSON: You say there are 
28 strong reasons against that, and you go on to talk 


29 about the possibility of a federal requirement for 


30 inereased investment in provincial and local government 
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bonds. How would a thing like this work from a 
practical point of view? Would you suggest a law 
that fixed a certain proportion of a portfolio in 
municipal and provincial bonds? 

HON. MR. ‘BLAKENEY: This certainly would be 
one of the ways, and under the insurance company -- 
under the appropriate insurance legislation, whatever 
the Act is -- might be required to hold not less than 
25 or more than 40 percent of its investment portfolio. 
This is obviously one of the techniques that could 
be used. 

COMMISSIONER GIBSON: You are not. particularl 
advocating it? 

HON. MR. BLAKENEY: Well, we are advocating 
the result. Whether this particular technique would 
be the one to-achieve the result, I think we would 
not necessarily advocate this as opposed to some other 
technique. 

COMMISSIONER GIBSON: If you required people 
as a matter of law to hold securities, isn't it 
possible this might affect their desire to hold 
them? 

HON. MR. BLAKENEY: Yes, I. suppose so, 

COMMISSIONER BROWN: It would tend to have 
them hold the minimum requirement? | 

HON. MR. BLAKENEY: That is right; this 
is possible. We suspect there are these rules now; 

I don't know. You people would know much better than 
we -- that some of the insurance companies, in fact, 


have pretty strict conventions as to the proportion of 
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their portfolio they distribute between mortgage 
money and provincials and corporates, 

COMMISSIONER GIBSON: I don't dtnovw: about. this 
I suspect these are ideas, and the change in the 
process of time and circumstances and certain habits 
or thoughts, and as between institutions too. But, 
the other thing you Suggest under this heading is 
the possibility of some form of tax incentives to 
increase holdings of provincial and municipal holdings: 
What sort of thing are you thinking ofcthére? 

HON, MR. BLAKENEY: Here I think one could 
think of a whole range of tax incentives: Everything 
from saying that income from provincial securities 
would not be taxable income; everything from that 
particular proposition -- which TI don't particularly 
advocate -- to a proporation which would Say that no 
registered retirement plan or pension fund would be 
registerable pursuant to the income tax unless LC 
had X per cent of provincial or municipais, As I 
Say, there are almost’ an infinite number of tax 
incentives one could build in. 

COMMISS TONER GIBSON: Wouldn't that uproduce 
demands on the part of industries and other froups 
for similar treatment ? 

HON. MR.’ BLAKENEY: Yes, no doubt. TI am not 
aware that other groups do not ask for tax tneentives 
at the present time. 

COMMISSIONER BROWN: Delving into this one 
area further, would you then lay down they ought to 


have 5 per cent of Saskatchewan bonds in their 
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provincial holdings? 

HON. MR. BLAKENEY: No, our present thinking 
is that: you would have to permit the institutions 
to reward or penalize provinces, if I may put it this 
way, for financial prudence, or as a result of their 
policies. We think ten or a dozen provincial credits 
is enough to choose from. Institutions coulda decide, 
if they thought Saskatchewan were being financially 
improvident, they could buy Manitobas or Ontarios 
and get the message across to Saskatchewan. We would 
not necessarily suggest they must buy a given 
percentage of any given particular-group. We think 
this would be building in too much rigidity. 

COMMISSIONER BROWN: I was just wondering 
how much you gain, because at the moment the spread 
between Canadas and Provincials is less than it was 
some time ago, so the provinces relatively are doing 
better than they were -- better than the historical 
average, I suggest. 

HON, MR. BLAKENEY: I think what we are 
getting at here, whether we are right or wrong, is 
that there are conventions in portfolios saying they 
ought to hold 25 or 30 per cent in provincials -- 
or 50, whatever it may be -- and that these conventions, 
because of the relatively small number of major 
investors, are very important things. We have a very 
concentrated industry in Canada, or group of investors, 
and the capital requirements of provincial and 
local governments are going up, and they are probably 


the single segment of our national economy which is 
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1| increasing the fastest, and tie think the spending 
2 of provincial and municipal governments as compared 
3 with federal government Spending or private Spending 
4 will show this, and we doubt whether the conventions 
5 reflect this. We doubt whether they change as fast 
6 as the needs in the economy. We are suggesting they 
7 have an open tara teen ric their conventions. 
8 COMMISSIONER BROWN: These conventions. vary 
9 completely against certain money. One or two companies 
10 would never touch municipal bonds at all and others 
11 buy large numbers? 
12 HON. MR. BLAKENEY: Oh yes. 
13 COMMISSIONER BROWN: I think there would be 
14 Some dangers, would there not, in trying to implement 
15| too rigid a requirement in this field? 
16 HON. MR. BLAKENEY: Yes, if we felt that a 
Lf Split investment policy of major investors could be 
18 introduced in some other way we would certainly prefer 
19 some other way because after all legislation builds 
20 in its own rigidity and this is a simple argument 
21 against us. We are just thinking that this needs to 
22 be looked at. 
23 COMMISSIONER GIBSON: Mr. Chairman, I think 


we have covered the section on the government of 
Canada as a source of funds pretty well in our 
discussions this morning so I do not have any more 


questions at the moment, sir. 


COMMISSIONER BROWN: I overlooked a portion 
here that I was going to talk about and that was in 


connection with your technical paper and I wonder if 
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you could give us some measure of your own philosophy 
about .this, very point we have Just been discussing, 
that. is, that you: yourselves, divide up your own. funds 
into various categories and. they, seem to vary between 
the funds? 

HON. MR. BLAKENEY: Yes. That is a good 
question. I feel that our Wake aia funds have 
reacted rather thanacted,.. Our own particular holdings 
as geti ow’ in Table I_of.the Technical Paper show 
the consolidated funds and miscellaneous funds and here 
the philosophy is fairly clear, that we are Simply 
looking almost exclusively for liquidity there and 
that is the nature of the fund. 20 us yOau wa 
temporary resting place and you can see all the 
monies on the short term in one kind or another. Our 
Sinking fund policy is such that we set up a sinking 
fund for each individual issue and into that individual 
issue -- into the sinking fund for that individual 
issue we attempt to put the securities of that issue 
and it follows, therefore,.that. the great bulk of 
the money in the sinking fund will be Saskatchewan's 
and where there is other money in it it is usually 
just because some of our own money of the bonds of 
that particular issue was not available and we will 
buy another provincial or something that has 
approximately the same maturity date. It isa rainic 
Obvious policy. The school lands fund is a fund which 
is a special investment account. The name is 
rather deceptive. It is a special investment account, 


a resting place for bonds which we may want to buy and 
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1 transfer into other funds as openings appear. We have |™ 
2 therefore two desires here, one to stay liquid, ana 
3 for the most part we will be buying Saskatchewans 
4 which we are going to put into the sinking fund when 
OS a hole appears, as you might say. 
6 COMMISSIONER BROWN: What 1s the long-range 
7 purpose behind this particular fund? 
8 HON. MR. BLAKENEY: Well, I think just 
9 that. It is not to achieve anything but two things; 
10 one is to provide a temporary vehicle for us to 
11 move money, a fund from which we can buy bonds which 
12 we know we will want for particular sinking funds 
13 or particular other funds at a later date and; secondly; 
14 to buy Saskatchewan local government securities. To 
15 the second extent it is a municipal financing fund. 
16 COMMISSIONER BROWN: Have your forecast 
17 @ possible rate of interest? 
18 HON. MR. BLAKENEY: Of this fund? 
19 COMMISSIONER BROWN: Yes. 
20 HON. MR. BLAKENEY: No, it is not likely 
21 Po Inerease rapidly at all. It is @ sesativel, 
oial static fund. 
23 | COMMISSIONER BROWN: How about its income, 
24 does its own income remain in the fund? 
25 HON. MR. BLAKENEY: No. 
26 COMMISSIONER BROWN: It goes into the 
27 | consolidated revenue? 
28 | HON. MR. BLAKENEY: Yes. I think that you 
29 | may be able to draw from the increase in local governmen 


30 holdings here some idea of the changing complexion of 
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the fund. You will see that the number of local 
government bonds has increased from $1 million 3 
in 1955 to $8 million 8 in 1961 ana to that extent 
you could say that it is being used increasingly 
as the local government financing fund. 

No policy on its ultimate disposition has 
been made but a policy to some extent evolved in there. 

COMMISSIONER BROWN: You refer to the 
industrial development fund. That does not appear 
on these figures. 

HON. MR. BLAKENEY: No, it only has, I 
would think, about a couple of hundred thousand 
dollars in money which is not lent out to borrowers 
of industrial development loans. 

COMMISSIONER BROWN: That brings up another 
point we do not seem to have anywhere in the figures 
and that is how much is out? 

HON; MR. BLAKENEY: Tde@ not, thinkric as 
probably there. 

COMMISSIONER BROWN: I am sorry, apparently 
I missed this. 

HON. MR. BLAKENEY: About $ 6 million. 

COMMISSIONER BROWN: Oh.yes, IL beg your 
Pardon. You have a committee sitting on this, have 
you? 

HON. MR, BLAKENEY: That is right. 

COMMISSIONER BROWN: A full-time political 
committee or is vorivate business represented on it? 

HON. MR.BLAKENEY: No, this is a full-time 


committee of officials of the government. There are no 
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extra governmental “epresentatives Nv lt 1s 
Straight government. ; 
COMMISSIONER BROWN: Civil sieean car 

HON. MR, BLAKENEY: Civil servants. 

COMMISSIONER BROWN: The other matter I was 
going to ask about was the student aid fund as a 
matter of pure information. Presumably it. does ee 
have any investment because I assume it is all out 
in loans to students or its supe ee 

HON. MR. BLAKENEY: It loans me interest 
really. The corpus of the fund is $1 million ana 
will be $3 million. At the end of this month it 
will ne PS 44 Wong. Tads.15 invested and the interest 
is used #o.1énd to students, 

COMMISSIONER BROWN: So it is growing all 
the time as the i ee accumulates and as the loans 
are repaid? 

HON. MR. BLAKENEY: It will,grow. Most of 
the loans do not attract very much interest. The Yoans 
are, interest-free until two or three years after 
graduation, something like this, so it really a 
not grow very much. 

COMMISSIONER ,BROWN: But it grows by the 
amount of the interest? 

HON. MR, BLAKENEY: Yes, we lend the interest 
and the repayments, each revolving. | 

COMMISSIONER BROWN: That is all I have, 

Mr. Chairman. 
THE CHAIRMAN: The next subject to be 


dealt with is private and co-operative borrowers in the 
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COMMISSTONER HARROLD: Pe EhaIyaAaAs, perhaps 
I could ask several questions here.'“TIn the first vart 
of this section some of the Sround has already been 
covered as to private borrowers but TI think we get 
to the position on page 36 where you say that as far 
as Small borrowers are concerned they are not too 
different, they have the Samedifficulties elsewhere 
in Canada as they do in Saskatchewan althoush you 
see some snecial difficulties here in Saskatchewan that 
they might not have élsowhere DUt’ Ho VoureVeet any 
difference now between now and immediately following 
the war in the pattern for borrowings by small 
business? Is there any change as far as investors 
are concerned? 

HON, MR, BLAKENEY: There are two major 
differences. There are many more people trying ‘vo 
borrow. We think there are many more private businesses 
involved today and think there has been some improvement 
In the facilities for private business borrowing. Our 
own Industrial Development Fund has helped, There is 
a little note here indicating "much preater pada | 
of the I.D.B." You will see in 1961 they lent in 
Saskatchewan one and a’ half times as much -~ welTY, 
this is perhaps not’ accurate because’ 1t’ is’ a percentage 
fieure but-you'can’ see a steady therease an their 
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1 programme of aid to small businesses is assisting 

2 Somewhat. We think there is some improvement. 

3 COMMISSIONER HARROLD: I notice in 

4 Section 106 you use the phrase "It has been repeatedly | 
5 alleged". Would you go any further than that as 

6 far as déscriptions of small businesses are concerned 

7 on the question of the fact that in tight money 

8 policies they were affected more by the chartered banks 
4 restricting credit than the other people were? 


10 Would you be prepared to go any farther than in this 
11 Sentence where it says, "It has been repeatedly 


12 alleged"? 


13 HON. MR. BLAKENEY: Well, it is pretty 

14 difficult to mount evidence. As I recall the evidence 
15 to the Cairncross Commission in the Atlantic provinces 
16 this allegation was made repeatedly to that Commission. 
17 We believe it to be true here. When there is a Greg. G 


18 restriction policy it is a little difficult to say. 
19 We know that the impact is felt very strongly here. 


20 We suspect that it is felt more strongly here than 


21 elsewhere. This, I think, no one can prove. Mr, 
22 Johnston may have something to say on this. 
23 MR. JOHNSTON: Might I just mention this 


24 that I think the Governor of the Bank of Canada to 


25 my recollection drew attention to this in his annual 
26 report in 1957. One can assume that because he considerdd 
27 it to be of enough importance that he made a comment 


28 on it that it is important. Similarly Professor 
29 Galbraith wrote an article in the Review on Economics 


30 and statistics at Harvard alleging that this was the 
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case in the United States so T think all I can say 
is that those who have Studied the situation seen 
to exhibit a fair degree of unanimity but it is a 
problem which is extremely difficult to mount Specific 
evidence on. 

COMMISSIONER HARROLD: You refer here to 
the specific difficulties here in Saskatchewan or 
on the Prairies (I think you used that word) of 
Pedavte ine veness small businesses, Has the Saskatchewan 
Sovernment done anything to familiarize the rest of 
the country with the projects, etce., or have you 
done anything in the way of changing the opinion 
that goes abroad as to small businesses etc., in 
Saskatchewan in order to get more invéstment in this 
field? 

HON. MR. BLAKENEY: We have certainly done 
Something. Whether we have done enough is open to 
conjecture, I am sure. The Department of Industry 
and Information has spread a good deal of information 
about the opportunities for small business ‘in 
Saskatchewan. They have put out information and in 
surveys of industries have attempted to isolate 
their investment opportunities and work up brochures 
on them which they then hand out to various people 
throughout North America and they put out a little 
sheet called "Industrial Saskatchewan" which attempts 
to isolate such opportunities and they have a staff 
of people who are prepared to do additional research 
t 
on any particular project which an investor might 


exhibit some interest in. Whether this is enough, 
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of course, no one knows. 

COMMISSIONER HARROLD: But you have done 
something in this fiela? 

HON. MR. BLAKENEY: Oh yes, I think we 
have a fairly active programme in industiral 
development. We have had a promotional group very 
active in this: field since 1949 or 1950; 

COMMISSIONER HARROLD: In Section 110 you 
refer to your own industrial development fund and 
also to the Industrial Development Bank and you 
Suggest that you might consider a partnership between 
the Industrial Development Fund and the Industrial 
Development Bank. Do you not foresee some difficulties 
if there were, say, eleven governments involved ina 
combined effort as far as the I.D.B. was concerned, 
rather than one? 

HON, MR. BLAKENEY: Oh yes, I would see 
Quite a few difficulties. We failed to make our 
position clear here. Whatiwe really thought was 
some closer association or partnership in each 
Set adie area. It appears tov-us that the present 
Structure of the Industrial Development Bank is 
available for making loans of certain types. 
Similarly, some Industrial Development Funds are 
available -- the Manitoba funds, our own fund, 
and Alberta has a fund of a slightly different 
emphasis but a fund of that type. 

Then, we have in ech province what amounts 
to an industrial promotion department of the government 


Which is attempting to attract industry and to service 
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requests for information about establishing industry. 
We think that there might be somewhat better results 
if the provinces and the federal agency were a little 
more closely co-operating. We think the federal 
agency has a little-.more access to funds. than most 
of the provinces do. On the other hand, the federal 
agency is not particularly dynamic in os tania ae 
the industrial development. Now, that is not. the 
funetion.of the federal government.and I-am making 
no-criticism,;of it when.I say that.whereas by and 
largethe provincial. funds are dynamic and I think 
this might promote alittle co-operation between 
the promoters: and the bankers, may.I say, in the 
field of promoting industrial development. 

COMMISSIONER MACKINTOSH; Is there anything 
to prevent your development officials generating 
applications to the Industrial Development Bank? 

It has,.to be done on applications. 

HON. MR. BLAKENEY: No, not,at all. .They 
do just that. -This is not a major point... We just 
feel that it may be a little more. responsive. if, 
let us say, the credit, committee, included.a couple 
of representatives of the provinces who may bring 
a sort of eagerness for industries. which the 
LoD Ba slau annie feel. As I say it is not a 
major point. 

COMMISSIONER HARROLD: There is not too 


much co-operation at the present time .then between 


‘your Industrial Development Fund and the I.D.B, in 
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the -provilite of Saskatchewan? 

HON. MR. BLAKENEY: Not between the fund 
and the I.D.B. I should emphasize that the province's 
arrangements in this regard are Split between the 
Industrial Development Fund which acts as a lender 
or banker and the Industrial Development Fund of 


the Department of Industry which acts as promoters. 


There is a fair amount of co-operation between the 
promotional group and both the provincial fund and 
the I.D.B. I am far from saying that there is any 
particular lack of co-operation. We just feel that 
Our Own promotional officials are able to bring a 
little enthusiasm to bear on the Industrial Development 
Fund and I:think that they could also be able to 
bring something to bear on the Industrial Development 
Bank: As I say, it is a thought. 

COMMISSIONER HARROLD: The section on page 
41, the section on corporate borrowing --- 


COMMISSIONER GIBSON: Mr. Harrold, before 


you go on to that there is just one remark that 

Mr. Johnston made that I would like to explore a 

little further. You said there was a fairly great 

unanimity on this subject, that is, the banks tend 

to hold small credit back when money is tight. Could 

you document it a little more? I have a pretty 

fair impression of: what Mr. Coyne datatane I do not 

think he was very definite about it. er 
COMMISSIONER BROWN: According to Mr. 

Galbraith, who is an American, for the other source, 


is there really a fair degree of unanimity on this? 
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MR, JOHNSTON: .I suppose one develops an 
impression of unanimity from one source, and I can 
Only cite the ones to which I have referred. Professor 
Caidrncross, in his study of the Atlantic Provinces, 

time ; 
pointed out at the same/a general impression. He 
Said it is impossible to give ppt eer evidence. 
This isin fact the.case, although he did.point to 
particular banks.-- not. by name, .but partéecular 
branches -- where ythere was.a tendency to restrict 
credit to the less credit-worthy individual. I 
gain this impression also from talking to businessmen 
in. the’ province.who make the same allegation...1 
acknowledge Mr. Coyne did not in any sense make 
an assertion this was case, I say only that he felt 
it to be of sufficient importance he should draw it 
to the attention of the.chartered banks and urge them 
not to come back on these cusomters in times of 
tight money -- in fact, that they should lean in 
the other direction, 

COMMISSIONER HARROLD: Section 119: The 
Canadian Te eee Credit Society... in. the. initial 
stages -- to supply them with a little more capital: 
Would you like to enlarge a little more on.that? 
This is just a recommendation, I assume? 

THE HON. MR. BLAKENEY: Yes, this is an 
optional sort of recommendation, I think elsewhere 
in the brief we say what governments have been 
called upon to finance co-operative organizations 
in the past. We think here in Saskatchewan of the 


Wheat Pool which receives governmental assistance, the 
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Co-op Creamery which receives governmental assistance, 
the C.C.I.L. which received financial assistance 
from the three Prairie Provinces, as I recall 1&5 
the Consumers Co-op Refinery which received some 
financial assistance by way of loans or grants -- T 
am sorry, a guarantee. This has been the pattern 
of financing major co-operative development on the 
Prairies. We are conscious of the fact that co-ops 
generate a fair amount of their own capital, and this 
is much the most desirable way to finance co-operative 
organizations, and if they are going to have to call 
upon outside sources and governments -- and, as we 
have seen, the three Prairie gfovernments have been 
in the business -- it may well be the best way to do 
this would be through the co-operative financial 
organizations and the assistance might most easily 
and conveniently be given to the central co-op -- 
the Canadian Co-operative Crédit Society. You might 
well argue this does not follow, but I thinkyou can 
See the line of argument. 

COMMISSIONER HARROLD: There is one more 
section in this particular section, and that is the 
farm borrowers, and when you get to the end of that 
section you do make several very definite "recommends 
ations -- as a matter of fact, there are five of them. 
Turning first to the long-term borrowing, the Farm 
Credit Co-operation and the federal F.I.L.A., there 
have been considerable changes in the last several 
years in this field, and you still feel there is 


more to do, that this does not meet the need as far 
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as farm borrowers are concerned? 
HON, MR. BLAKENEY: Yes, and I wonder if 

I might make a little preliminary statement on this, 
that this whole section on farm borrowing, I think, 
assumes that some social factors are at work as 
well as pure economic factors, It assumes that 
the family farm as a unit is something which is 
worth preserving as a method of economic organization 
in Canada. If you don't make that assumption, some 


of these recommendations are a little difficult to 


defend. If you do make that assumption, then some 

of these area little more defenceful. If you make 
that assumption, then you have to provide for some - 
way for the transfer of farm units from one generation 


to the next, and you have to provide for some way 


in which an existing farmer on an uneconomic unit, 

a unit which is not sufficient -- too low a capital, 
too little land or too little cattle or too little 
machinery -- can find some way to finance. If these 
figures are right in here about the amount of money 
which is needed -- $200 million estimated by the 
Saskatchewan Royal Commission on Agriculture ana 
Rural Life, to be necessary to make even conservative 
levels of adjustment in the industry as a whole -- 
and if that is so, then clearly some fairly large 
capital amounts are needed. We then aheute acknowledge 
that compared with previous levels of activity, the 
new levels of activity of the Farm Credit Co-operation 
are very welcome indeed. I think they have changed 


their name and their policy, and it seems to me that 
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their activities are a good deal more beneficial in 
promoting this sort of adjustment than dit -grevaneeos 
the case, 

As for F.I.L.A., I am not aware that their 
increased activities’ are a major factor. 

COMMISSTONER HARROLD: They raised the 
FeIVLIA. from5,900 tot7,500 about three: or four 
9Enbs ago? 

HON. MR. BLAKENEY: Yes, 

COMMISSIONER HARROLD: This may not have 
met the need, but it was an increase? 

HON. MR. BLAKENEY: Oh yes, we think 
$75,500 %5 a Dit OF a drop in the ‘bucket as a limit 
for financine a modern farm plant. 

COMMISSIONER HARROLD: “hen you referred 
to some figures in paragraph 124 in which you suggest 
that $0 million were available to Saskatchewan farmers 
for the transfer of farm units in’1960, and yet in 
the next sentence you say this PSpresenteeuy a 
small part of the $200 million estimated by the 
Saskatchewan Royal Commission: Is this $200 million 
needed each year? 

HON. MR, BLAKENEY: That is a per year 
figure, as I understand the recommendation of 
the Saskatchewan Royal Commission. 

COMMISSIONER BROWN: Is this for improving 
existing farms? 

HON. MR. BLAKENEY: This is to finance the 
transfer, by and large, either from one generation to 


another or from one farm owner to another in order to 
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assemble economic units. At a conservative estimate 
half of the farm units of Saskatchewan now are uneconomi 
in size, and if they are to be preserved on any 
permanent basis they will have to be re-organized 

into a smaller number of farm units. 

COMMISSIONER BROWN: Would you make a social 
distinction between capital for improving existing 
capital, which is providing machinery, and capital to 
assist in transferring existing capital? 

HON. MR. BLAKENEY: -I don't make a social 
distinction, no, tothe extent each is necessary in 
order to assemble a farm unit they perform-the same 
service, 

CONMISSIONER HARROLD: Going back to these 
figures, if you accept these figures as just about 
right, it shows you just had about one-quarter enough 
money. -You may not be in a position to answer this 
question, but as far as the reasons why there was not 
more money available -- were there some requests turned 
down, or was there not enough funds, or were there 
not enough personnel in these federal organizations? 

I notice you have your own Family Farm Credit Act 
which, through the trust company, has some funds 
available. 

| HON. MR. BLAKENEY: I am advised that a 
substantial number of applications nee sumed down 
both by the Farm Credit Corporation and by the 
Co-operative Trust Company, which is operating a smaller 
Plan, and in almost every case this is because these 


two organizations are operating on the basis of lending 
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1 on a security basis -- on some reasonable security 
2 cover, and on that basis they just cannot be 
3 Pinanced; that is all. 
4 COMMISSIONER HARROLD: You are Suggesting 
5 it is the policy rather than the funds that are 
6 obstructing the larger amount of money being used 
7 for this purpose? 
8 HON. MR. BLAKENEY: TI think primarly yes; 
9 it is sort of the application of economic principles 
10 to a social problem. 
11 COMMISSIONER MACKINTOSH: Surely, land 
12 transfers provide pretty much their own Security? 
13 HON. MR. BLAKENEY: Well, yes; there is 
14 a down-payment problem and also an annual re-payment 
15 problem. A farm unit is not like an apartment block 
16 which can be depended upon to have a cash throw-off 
17 each year, / Régtetabiy, a farm unit does not perform 


18 that way. 


19 COMMISSIONER HARROLD: How about land values? 
20 If there are more funds available, what has been the 
21 land value position in Saskatchewan in the last few 

22 years? Have land values gone up or remained about 

23 the same? 

24 HON. MR. BLAKENEY: It has varied from year 


25 to year. They advanced fairly rapidly in the early 

26 50's, and they have been levelling out certainly, 

27 but I think there is 2 or 3 per cent per year that 

28 they have probably gone up. As I say, this has been 

29 fairly uneven, but I think this might be a fair figure. 


30 I think, t® allude to one of your earlier 
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points, there are some problems with loan limits. 
The Farm Credit organization seems to Operate on the 
basis of 50 per cent of market value. I feel very 
uncertain in this, Mr. Chairman; and the Co-op 
Trust goes a bit higher than this, but each of them 
is operating with fairly low credit eeilings, 

COMMISSIONER HARROLD: And would you say 
a fairly conservative policy to assessing land values 
and future earnings, 

HON. MR. BLAKENEY: Those are two -- when 
I, get into this field I don't see any particular 
relationship between land values and future earnings. 
There are others who profess to see thige, «lathink 
they are fairly conservative in terms of land values, 
if land values are to be measured by what willing 
buyers and willing sellers are trading land at round 
about you last week or next week. If you are talking 
about any projection of long-term net earnings, this 
is a different subject altogether. I would not care 
to comment on that. 

COMMISSIONER HARROLD: In recommendation 
No. 2 you say that these might take the form of 
flexible arrangements providing for pre-payment 
in good years, and ie extensive use of the crop share 
plan. These plans do provide pre-payment in good 
years, do they not? | 

HON. MR. BLAKENEY: I think the plans permit 
this; I am not sure. 

COMMISSIONER HARROLD: There is no penalty 


for pre-payment? 
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HON. MR, BLAKENEY: Oh, I don't think so, 
no. What I was wondering about -- and here I will 
have to consult -- 4s whether if you pre-pay, "It ¢ 
comes“off the tail end of the mortgage, or whether 
you can say, "I am pre-paying this year and I elect 
two years hence when I have-a crop failure to assign 
it to that" --= I am advisea it simply shortens) }the 
period, and this does not ieee the argument at all. 

COMMISSIONER HARROLD: You also suggest it 
Should be tied more to the crop share plan rather than 
the fixed? 

HON. MR. BLAKENEY: Yes, this is the 
Suggestion. Obviously this has to be refined to some © 
extent, but there are provisions in the Co-op Trust | 
which provides for amelioration of interest and 
a deferrment of principal. As TI recall it, the 
tntépest Simply does not accrue, and the principal 
is deferred in years that are crop failure years. 

COMMISSIONER HARROLD: This is what you mean 
by a more flexible plan? 

HON. MR. BLAKENEY: Yes, this is certainly 
one of the things. ° There may be other areas for 
flexibility 

COMMISSIONER HARROLD: ‘Income bonds? 

HON. MR. BLAKENEY: Yes, that is Sienc, 


income bonds, 


COMMISSIONER MACKINTOSH: Aside from this 


trustccompany, has there been any development of this 


type of ‘pattern? Years ago this was, you might say, 


the native pattern of selling land in Saskatchewan. 
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HON, MR. BLAKENEY: Yes, 

COMMISSIONER MACKINTOSH: Ana no one seems 
ever to have made anything out of it on a larger 
Scale? 

HON. MR. BLAKENEY: It is being-done;. it is 
done by the Farm Credit Co-operation-to some extent, an 
by the Co-op Trust, but it is nota pattern which 
is very adaptable to private investors. The whole 
structure of private investment is that you calculate 
your yield on an annual basis, and if the interest 
is not paid for a year people are concerned about it. 
Presumably they should not be, if the security is 
sound; and most of the investment houses, in LACT; 
would not be at all disturbed financially if 5 per 
cent of their securities did not: produce income in 
a particular year if they knew it was going to produce 
5 years hence, and this is not the reaction which it 
would produce. As I say, this is the mores of the 
industry. 

COMMISSIONER HARROLD: Your third 
recommendation -- I believe you have covered that 
and it merely suggests the capital requirements on 
machinery under F.1I.L.A. be increased. 

In your fourth you suggest the federal 
government should guarantee loans of credit unions 
to farmers on approximately the same terms as they 
are guaranteed under F.1.L.A. This would be one 
more field where the credit unions would be very much 


the same as the existing chartered banks, wouldn't 


it:? 
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HON. MR. BLAKENEY: Yes, and I think I 
would take the position that credit unions in the 
restricted range of their Operations perform the 
function of chartered banks within certain Ak bed 
limits, particularly in rural areas where in many 
cases they are the financial organization in the 
village. I would think this might have to be done 
fairly Selectively, and it might have to be done 
through the credit Societies, but I think it coulda 
be done, 

COMMISSIONER HARROLD: ‘There is nothing 
to restrict the credit unions from Lend Png “ir tits 
field now except they don't have this guarantee? 

HON. MR. BLAKENEY: That is right. 

COMMISSTONER HARROLD: As far as the 
chartered banks are concerned, I ‘believe they have 
had very few occasion to call on the government as far 
as a guarantee is concerned, so do you suggest this 
would make too much difference as far as the credit 
unions are concerned? 

HON. MR, BLAKENEY: I think just about the 
Same amount as if we asked the chartored banks ‘to 
do it without the guarantee. 

COMMISSIONER HARROLD: The last one has to 
do with emergency credit. This is a fairly clear cut 
suggestion and I haven't any HGekbesnkash that, except 
this request has beenmade from time to time and, I 
don't know, as far as the federal government is 
concerned they haven't agreed to guarantee -=-- to 


get into this field so far? 
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HON, MR, BLAKENEY: No, 

COMMISSIONER MACKINTOSH: I might ask one 
on that emergency credit. What you mean is more 
Systematic and pre-arranged patterns for what had 
been in the past ad hoc provision for emergency 
evredit? 

HON. MR. BLAKENEY: Yes, I think that is so. 
We have seen sort of snow bonuses and this sort of 
thing,acreage payments and one thing and another. 

COMMISSIONER HARROLD: Seed grain loans? 

HON. MR. BLAKENEY: Yes, seed grain loans 
are obviously fairly well organized in a sense and 
the programme seems to go on from year to year but 
all these othersare very much ad hoc, 

COMMISSIONER HARROLD: Would you acknowledge 
Such payments as an emergency credit? 

HON. MR. BLAKENEY: Well, that is a nice 
question. The emergencies appear to me to be social 
rather than economic, 

COMMISSIONER BROWN: .Just before we leave 
this whole question I wonder if I could review a 
subject touched on this morning briefly and again 
briefly this afternoon. This is tn connection with 
your Industrial Development Fund. I wonder if you 
could give us a picture of the policy behind the 
granting of such credits. Are they based on the: 
fact that credit is not available elsewhere? Is it 
granted before or after it has been referred to the 
I.D.B. and what sort of interest rate structure do 


you use? Is it a variable structure depending on 
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1! monetary policy and monetary conditions? / 
2 HON. MR. BLAKENEY: ‘Well, to aeal with | 
3 those one by one --- | 

} 
4) COMMISSIONER BROWN: Or anythine else you | 
5 can think of. | 
0 HON. MR, BLAKENEY: Well, the fund is | 
7 established. People who may borrow from it are by | 
8 and large manufacturing industries or industries which | 
9 are closely allied with manufacturing, | 
10) We prefer to lend to anew industry in the 
i1| province. We are quite satisfied to lend to expand 
12| an existing industry and also satisfied to lend to a 
13 second plant but if there was an adequate supply 
14 of plants produced in the province we would be reluctant 
15], to lend to a manufacturer who was only going to sonssen’ 
16 with a number of existing plants. The object clearly 
17 | is to increase the gross amount of production rather 
18 than to give a particular advantage to a particular 
19 ort 
20 With that inmind, then, this is roughly 
21 who is eligible. The lending limits as a rule of ) 
22 thumb are 50 per cent of the fixed capital. We do 
23 not normally lend for working capital purposes although 
24 we occasionally will lend more than 50 per cent of the 
25 fixed capital if the assets are of a nature which 
26 would be useful for other purposes, let us say, something 
27 in the nature of a general purpose building. Perhaps 
28 | we would hew very close to our line if it were 
29 | Specialized machinery of some kind which would have 
30. virtually no resale value. Again, thoSe are general 
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guide lines, 

Now, as to iteanen we would lend, we attempt 
to have a borrower exploit other sources of credit. 
We would normally refer him to the Industrial 
Development Bank but we would not sort of demand 
from him a certificate that he had been turned down 
by the Industrial Development Bank. We do not have 
a fixed policy there except we frequently refer him 
to the Industrial Development Bank and tell him that 
he may as well get it there as use uprouy fundéyi 

With respect to the interest rates, we 
have varied them somewhat with respect to whether 
our money was costing us a small amount or a large 
amount. Interest rates have varied froma low 
of 43 per cent, as I recall it, toa top of 7 


as 
per cent. They have been as high/7 per cent and 


as low as 44 per cent and I do not know what they 
are now. 

MR. JOHNSTON: About 63% per cent. 

COMMISSIONER BROWN: And the term? 

HON. MR. BLAKENEY: The term again is 
variable. Only on rare occasion have we gone over 
ten years. Usually we aim at a 5-year term. It 
depends again a good deal on the nature of the 
operation and the nature of the assets whether they 
havewa: long dife, If it 18 a Waledopuraeae building 
we may agree to lend over a longer period and ye © 
is specialized machinery on a fixed short-term basis. 

COMMISSIONER BROWN: How about re-payment? 


HON, MR. BLAKENEY: The re-payment provisions 
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vary a great deal. If the business is of a type 

which will respond to this we aim at a monthly 
re-payment. A good number of the ce amortized 
so that there is a level payment over the whole term. 
Some others of them have a level of principal with 

the accrued interest so this gives you a declining 
level of total payments. Some have quarterly payments, 

COMMISSIONER BROWN: Any annual payments? 

HON. MR. BLAKENEY: I do not think we have 
any annual payments. 

COMMISSIONER BROWN: How about equity, do 
you have any equity? 

HON. MR. BLAKENEY: We have in recent years 
begun to take some equity positions. Where we may 
make a loan we feel that some of our money is essentiall 
risk money because we simply do not have security 
cover and di ahecend from time to time even with 
this particular structure of security and then we 
On occasion have taken some equity s o that we would 
have the benefit of it. 

COMMISSTONER BROWN: Do you take any equity 
options either direct or by way of conversion? 

HON. MR, BLAKENEY: Yes, we have done that 
on at least one occasion. We have a guarantee fee 
stated in terms of common shares or alternatively of 
options on shares. 

COMMISSIONER BROWN: Would you be prepared 
to tell us what your loss experience has. been, if 


any? 


HON, MR. BLAKENEY: Well, it has been very 
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good up to now. It would be a good deals léssi than;, say, 

one-tenth of 1 per cent up to now. I think it fair 

to say that we anticipate that this rate cannot 

continue and that we will probably have a loss rate 

of 1 per cent or Something like that over the next 

10 years. It is hard to say but this sort of thing 

is easily possible with the sort of loans we are 

making. We are going to lose more, for sure. 
COMMISSIONER MACKINTOSH: I think you might 

Share some of your knowledge with the chartered 

banks, 
COMMISSIONER LEMAN: Before we leave that 

Section, Mr. Chairman, if I might ask one fairly 

Short question. If you will turn to paragraph 113 

again, which is back-tracking a little bit, co-operatives 

as, borrowers... First of. all, * WaS puzzled by one 

Small detail there. I do not know if there is anything 

behind it but you started by talking about the big 

fellows in terms of total assets and then you talked 

about the little fellows in terms of net fixed. 

assets. Is there a reason why you make that. disttnation? 
HON, MR. BLAKENEY: Well, I think the answer 

to.that is. Just.the Bi es we could lay our. hands 

on in the time we had to put the brief together. 
COMMISSIONER LEMAN: Well, this is not the 

end of my question now. We are in tivesmasae of 

co-operatives here and the implication here is that 

the big fellows can take care of themselves pretty 

well because of size and the little ones do not 


have that.same power. Yet, if you multiply 309 
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consumer associations by $42,600 average you get . 
quite an amount and 543 service associations by 
$5,000 and you also get quite an amount. Do these 
people, members in the co-operatives, sort of aoe 
up together? 
HON. MR. BLAKENEY: Yes, they do very much 
S0.° I think virtually all of those will be members 
of credit soeiétiass Sr members of a credit union 
which will be a member of thé credit society. 
COMMISSIONER LEMAN: So that in fact as 
a group they might be just as well off as those 
big ones you have mentioned for borrowing power etc,? 
HON. MR. BLAKENEY: Well, the Wheat Pool, 
of course, they sell short-term paper when they sell it 
and they can command large credits from the chartered 
banks, and I suppose the credit Society might do 
this but certainly people grouped together are not 
quite as economically viable as the Wheat Pool will 
be but they have done fairly well as a group. These 
people have developed a remarkable amount of capital 
from their own resources and built a large asset 
Structure without very much outside assistance but 
they do have some big problems there, no doubt about 
that. 

COMMISSIONER LEMAN: TI expected that they ' 
ought to have been charged at lesser figures than. 
you have there because if you relate it to net 
fixed assets most of them are mostly working capital 
type of investments. 


HON, MR. BLAKENEY: Well, they are a factor 
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alright, there is no’ @oubt O©east halt, 


THE CHAIRMAN: We shall ad jotrm Tor 10 
minutes. 
++ -mReciess) 

THE CHAIRMAN: We shall now resume. Mr. 
Harrold would” lake: to ask one more question at this 
stage. 

COMMISSIONER HARROLD: Just before we 
leave this section, Mr. Chairman, the fourth 
recommendation on page 46, I asked a couple of 
questions at that time. This has to do with the: 

"The Federal Government 

Should guarantee loans by credit unions 

to farmers on approximately the same terms 

as the guarantee under the F.I.L.4." 
We had the credit unions yesterday presenting their 
brief and there was nothing said in the briefs, as 
I remember it, about this question of guaranteeing 
loans to farmers for this purpose. Have you any 
way of knowing whether this’ is somethitine the credit 
unions would prefer or not? 

HON. MR. BLAKENEY: No, ‘I think we do not. 
I think we were approaching this really from what 
we felt would provide credit for rural citizens 
who need credit. It may well be that the credit unions 
would not wish to participate in this programme. I 
am just not aware of what their position is on this, 
I assumedthat you had an opportunity to canvass this 
with them yesterday and I want to make clear that 


I was not presuming to speak on thei behalf. TI was 
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Simply expressing a point of view which, as it seems 
to us, would provide a solution for some of the 
eredit needs of our rural Saskatchewan citizens and 
it may well be that there are impediments to this. 
COMMISSIONER HARROLD: The only reason 
Ivasked it was that I do not remember that it was 
raised yesterday and I just wanted to clarify that 
question. 
THE CHAIRMAN: Then, we will go on to the 
Subject matter of financial institutions and the 
capital markets, paragraphs 151 to 174 of the brief. 
COMMISSIONER LEMAN: Mr. Chairman, I would 
Like to call your attention first to paragraph 152 
to 154, Here, to quote you at the end of parageaph 
152, you says: 

"We do not raise these 
points in order to argue the merits of 
small financial institutions against large 
ones but in order to point out that the 
channels through which investment funds 
flow in Canada are subject to large and 
growing rigidities." 

And then later on, in paragraph 154, you suggest 

as a remedy for: these things that these institutions 
should be given more prompting and direction into 
desirable patterns by the federal — and 
the monetary authorities. This was touched upon. a 
little bit.when we discussed the. rigidities in the 
investment thinking of other lending institutions 


and you admitted that there was no use trying to 
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replace the natural rigidity with a legal restraint 
which would also cause rigidity etc. How would you 
SO about ‘it in this case? 

HON. MR. BLAKENEY: Well YoP""cbtibsas ir 
we were going to place this under the statutory 


sphere of influence of the Bank of Canada we could 


be a good deal more selective than we could be with 
legislation. It would seem to me that if the 
Bank of Canada can make short loan decisions on the 
conduct that the chartered banks ought to follow, 
that they ought to have Secondary reserve ratios 
or whatever it is and that they ought to expand credit 
or contract credit, by the same sort of combination 
of cajolling and request that goes on as between chart- 
ered’ bens” and the Bank of Canada and possibly by 
Strengthening the legal position they could encourage 
the purchase of provincial securities, discourage 
the purchase of provincial securities, encourage 
the purchase of municipals and discourage them'etc. 
This would definitely be one of the ways that these 
organizations could ‘be prompted and directed and 
that any legal restraints or conventional rigidities 
could be got around at least to some extent. 
COMMISSTONER LEMAN: Therefore you would 
think of putting more teeth in this through powers 
of the Bank of Canada and therefore in order to 
keep a continuity in our thoughts there I would like 
to jump immediately to paragraphs 158 to 162.: 
As IT understand those 


paragraphs, you suggest not only the Bank of Canada 
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should have none or practically no autonomy. from 
the government, but that it Should also be given 
addtional powers to approve lending practices of 
financial institutions as well as to use positive 
discretion to vary the impact of monetary policy on 
various sectors of the economy. With all the dis- 
agreement that we witness among autonomists at times, 
even with hind-sight, as to what are the true ailments 
affecting the economy and what are the best remedies 
to be applied, what Safeguards, if any, would you 
propose to prevent this enormous power you visualize 
being misued either through error, misjudgment or 
even for political ends? 

HON. MR.» BLAKENEY; I don't know whether 
you can avoid the possible dilatorious results 
of the misuse of power by merely fracturing it up 
so that no one: can exercise it. This principle of 
fovernment, which obtains to some extent in the - 
United States, is not one which I share. I seems 
to me, if we are going to make anybody responsible 
for the economic performance of this country, if 
it is true we can look to the federal government to 
promote the Veined of growth or the level of. employment, 
andidif this is so, if it is appropriate for citizens 
to say to the federal government, "It is your job 
to see the economy is operating at uch poiialte teil 
rate of growth", if we think this right, then we have 
to give the federal government the tools with which 
it can achieve goals we are calling upon it to 


perform, and I think one of these is certainly the 
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monetary controls which reside in the central bank. 
I-would have thought, really, that what we were 
calling for would not be appreciably greater powers 
than a number of central banks already possess, TI 
think I will have to defer here to Mr. Johnston, if 
you push me too hard. I would Say if we are trying 
operate our economy to achieve these economic goals, 
then it is »just as-well | to*have someone who can-use 
the various tools which are available, and I would not 
See much benefit in fracturing it mp 

COMMISSIONER LEMAN: It»is just when you 
use ‘words like "prompting" and "direction" -- you 
are in the positive field there: You are not 
establishing limits of operation; you are leading 
the horse to the water and making him drink too. 

HON. MR. BLAKENEY: I don't know how the 
chartered banks got into the mortgage field, let us 
say, but I would suspect this was due to some prompting 
and directing from the Bank of Canada. I may be 
wrong on this. I think really almost all the controls 
which the Bank of Canada exercises over chartered 
banks come under the prompting and directing. Some 
of them are egal, but I think theoother has no legal 
basis, 

COMMISSIONER LEMAN:. But, in effect, they 
now give them certain limits within Wisch to operate. 

HON. MR. BLAKENEY: Well, I would not be 
Suggesting the prompting and directing should be 
on a day-to-day basis.,. I would think they might 


Similarly set some limit within which they might work. 
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I would not want to suggest the Bank of Canada should 
be acting as investment manager for all the insurance 
companies. 

COMMISSIONER BROWN: I suppose we don't know 
how many times the Bank of Canada was unsuccessful. 

THE HON. MR. BLAKENEY: I think this is 
true, and I think this isa fair comment, and to the 
extent it was successful it contributed to achieving 
the government's economic policies. 

COMMISSIONER LEMAN: My next question also 
follows the same thought: Earlier in paragraph 20 you 
said that you would like to make it clear you don't 
Shares the views of those who regard the expansion 
of governmental services with alarm and would seek 
to reduce them. 

HON, MR. BLAKENEY: Yes. 

COMMISSIONER LEMAN: Neither do you seem to 
have any fear of a measure of authority for certain 
of the arms of the federal government, and following 
that, in paragraphs 155 to 157, you suggest the 
establishment of a governmental compulsory and 
contributory pension plan which would assure an 
adequate pension to everyone at age 65, and would 
also protect everyone against inflation. You argument 
is based partly on the premise that in this field 
government can operate more effiadentay and more — 
comprehensively than private enterprise. You do not 
mention in that same context life insurance companies, 
although.I suppose it would be also nice if life 


insurance policies also moved automatically with the 
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value of the dollar, At any rate, if all the 
Savings going into life insurance and into pension 
plans throughout the nation were channelled on through 
the government, what percentage do you think would 
be left for the private sector in the field of 
investment? 
HON. MR; BLAKENEY: Well, I could not 
Quantify that. I would think I would want to see 
the evidence to Suggest the private sector has been 
Starved and the governmental Sector over-financed 
in capital terms in the last lO years. -Itdoes not 
occur to me this way, and-I am not sure the adding 
to the government's Sphere of a pension provision 
would mean that governments would attract too much 
of the available investment capital, If»this was the 
Suggestion, I. would, I think, dispute it: I cannot 
marshal the evidence, but I. don't think necessarily 
Chis would be so, It is true, of course, if life 
insurance was operated purely by the federal government, 
then there would be a very real concentration of 
investment funds... I would think larger Single 
pools of investment. capital with-the life companies 
now -- that mis;sifwthey stayedrout, clearly there 
would be a very large pool.» To some extent they would 
Change their portfolios and buy a few less Governments. 
COMMISSIONER LEMAN: In a good plan there 
is often a tie-in between life insurance and pensions. 
HON.MR,BLAKENEY: Yes, 
COMMISSIONER LEMAN: And perhaps one would 


follow the other. I don't want to put words in your 
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mouth, but I suspect if you arrange for everybody 's 
pension to be handled through Sovernment, the next 
step may be life insurance, and I think a very great 
bulk of your investment Savings would then flow 
through government, 

HON. MR. BLAKENEY: Well, this is possible, 
I don't know what per cent of investment savings 
flow through government now, but I would think it 
would quite a small percentage unless you regard 
taxes as savings, and I would think there would be 
avery large area for moving savings from the private 
Sector to the public sector without there being any 
Particular danger of Starving the private sector. 


MR. JOHNSON: I just wanted to add this 


ee 


comment, Mr. Chairman, if TI may: In the absence of 
national transactions accounts it is really terribly 
difficult to know the sources of funds and the 
applications of funds in the national economy, TI 
think this is one of the great deficiencies in | 
Statistical information available to borrowers and | 
lenders, and therefore to answer this question in the 
absence of this data is really terribly difficult. 
COMMISSIONER LEMAN: I don't have the figures 
either, but I do know by personal experience that : 
industry does raise money through pension funds more 
and more as the days go by. 
MR, JOHNSTON: Yes, pension funds -- their 
assets on the last published data from the Bank of 
Canada -- their assets totalled approximately $3 


billion; life insurance $73 billion, and trust 
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companies, and so on. 

COMMISSIONER LEMAN: May I jump now to 
paragraphs’ 164 to 166, You explain the valuable 
part that co-operative financial institutions play 
in our economy, and having heard from them I think 
we also are convinced they do play a valuable part. 
You suggest the federal government should recognize 
this development as a significant ana seen nibeauy 
and» \that by appropriate Legislation it should encourag 
credit unions and other co-operative financial 


institutions. If I. refer to paragraph 119.you 


refer to federal intervention there in loaning to 
thésespeople, and you,also did in paragraph 132 (4). | 
Is that the ways which you would like that recognition | 
of encouragement to take, or.do+you want to go 
further than that? 

HON. MR, BLAKENEY: No, I. think really 


what we had in mind here was loans -- possibly federal 


loans. You may recall here we also referred to | 
provincial loans to the Canadian Co-operative Credit 1 
Society, and then we referred to some programme 

which was analogous to F.I.L.A. I don't we are 

particularly recommending any other. legislation. 

I think this might be phrased in a negative way, and : 
that we suggest the Commission should recommend to 

the federal government that by appropriate legislation 
it should not discourage credit unions or other 
co-operative financial institutions. We could phrase it 
negatively. We didn't have anything particular in 


mind except to express the view we think they are 
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doing a good job and that we would be unhappy if 
we felt that they were going to be inhibited in 
their particular development by any legislation: 
COMMISSTONER LEMAN: But you would Stand 
by the recommendation made in 119 and’ 132. 
HON; MR. BLAKENEY: 119 is the lending? 
COMMISSIONER LEMAN: Yes; ‘and’in-119 you 
Suggest the federal government should lend to these 
organizations, I believe? 
HON. MR. BLAKENEY: Yes, I think this is 
So; I would stand with that one, yes. I would not 


See why they would lend to anyone under the ED Bas 


eT ee 


and not lend to the Co-operative Credit Society. | 
I think that one is 0O.K. | 
Ag for the other one, fey LAU Teeh ink 
I would sort of repeat what I said here: We think, 
as a government, it would assist some farm borrowers. 
We are not attempting to speak for the Co-ops, as ! 
to whether they would want to participate in this. 
I simply do not know. I think TI would want to léave it 
there. I do not know what their position is in this. 
COMMISSIONER LEMAN: Mr. Blakeney, toward 
the very end of the main brief there is a reference 
to securities issue regulation, but before we fee) 
into that may I jump briefly to the last section of 
the technical paper? 
HON. MR. BLAKENEY: Yes. 
COMMISSIONER LEMAN: It deals with the 
provincial regulation of various financial institutions. 


I understand from the context here that the only trust 
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company incorporated in Saskatchewan is the 
Co-operative Trust Company Limited which was 
incorporated by special act of the legislature in 
1952. Nevertheless, Saskatchewan has a Trust 
Companies Act: Would you say the powers of that 
one existing Trust Company are broader than those 
foreseen by the Trust Companies Act and,.if).so, 
why were they made broader. 

HON. MR. BLAKENEY: I am going to have to 
consult on this. I would gather the answer is that 
they are wider. 

MR.HOLGATE: The powers of the Trust 
Company apply © to equity holdings, which is a main 
extension of the powers given by the Trust Companies 
Act generally to trust companies. 

COMMISSIONER LEMAN: Could it be perhaps 
that there being no incorporated trust companies 
in Saskatchewan that there is no point in revising 
that Act? 

MR. HOLGATE; There doesn't seem to be any 
point. A special act giving powers to the Co-operative 
Trust Company is really the only material act.. -- that 
is the only trust company incorporated in the province. 

COMMISSIONER LEMAN: It is always dangerous, 
of course, to read just excerpts from an act as 
we have here, and I don't have the acts available 
to me. ~In the insurance company field, in their 
powers of investment, it seems from the text before 
us that there is no basket clause included in there 


for a portion of their funds such as the federal 
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companies -- perhaps they have it; TI do not know, 

HON. MR. BLAKENEY: Is the So-called basket 
clause -- is that the One which says they may invest 
a proportion in securities which are not enumerated 
up above? 

COMMISSIONER LEMAN: That is right. 

HON. MR. BLAKENEY: Anda they can buy some 
common shares which have hot had the appropriate 
dividend record? 

COMMISSIONER LEMAN: Yes. 

HON, MR. BLAKENEY: I am familiar with the 
clause. I frankly cannot tell you whether our 
Inusrance Companies Act contains in it any clause 
which permits a small proportion to be invested in 
non-qualified securities, or whatever you want to 
call them. 

COMMISSIONER LEMAN: These are technical 
questions, and I think the Simplest thing would be 
for me to read the acts. 

HON. MR. BLAKENEY: I think the suggestion 
is that it does contain this sort of clause. I 
would think not too hitay companies are governed by 
this. Again, I speak here very much Subject to 
correction, but I gather this act only applies to 
One or two companies, and that the great bulk of them 
are federal incorporations and they operate under 
the federal act. 

COMMISSIONER LEMAN: Then, there are a few 
questions of detail here that are not worth going 


into, so may we refer back to the main brief and to 
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1]. the question of regulations of securities is8ues, 


2 which is of more direct interest to the Commission, 

3 and this is covered by paragraphs 172 and 173 of the 
a main brief, and there seems 0 be a Strong suggestion 
5 there that you would be in favour of federal 

6 regulations. We have heard from Some others who 

7 would rather try to bring about uniformity through 

8 co-operation, and others feel strongly we should have 
9 an-S.E.C. type of regulatory body in Canada.” We 

10 would be very much interested to know what your 

11 government's position is on this’. 

12 HON. MR. BLAKENEY: I think our position 

13 is that uniformity is highly desirable, that it | 


14 would’ be desirable if it could \be. achieved by inter- | 
provincial co-operation. Wa dispair of this a bit, 

not. only in terms of legislation, but also in terms 

of the application of the legislation. There is a 
considerable degree of variance. It will be known 

to the members of the Commission that while there 

isa high degree of similarity between the Securities ' 
Acts of Quebec, Ontario, Saskatchewan, Alberta, 

and to a lesser éxtent,some of the Maritime provinces, 

the application of the Securities Act varies from 

province to province. The approach to, let us Say, 

selling into the United States without compliance 

With American legislation varies a secu’ deBat and — 

that if some perhaps greater degree of uniformity 

cannot be achieved within a reasonably foreseeable 

time by the inter-provincial approach, then I think 


we would not be averse to federal regulations. 
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COMMISSIONER LEMAN: You mention there may 
be a difference between what the law is in each 
province and the way it is applied in each province, 
perhaps you would like to draw a conclusion as to 
what is practical, in fact. 

HON. MR, BLAKENEY: I am sorry, I didn't 
quite get that. 

COMMISSIONER LEMAN: As to what would be 
practical knowing, as you know, there is sometimes 
a big difference between the law and its application. 

HON, MR. BLAKENEY: Well, I think agooa 
deal more uniform approach is practical. & is 
entirely possible for more appropriate seourities 
administrators to come to a somewhat more common 
approach. I may sayithat on my immediate left is 
Mr. W.W. Cameron, The Chairman of Saskatchewan 
Securities Commission, who will be giving, as I 
understand it, some additional information to the 


Commission, and I could either attempt to answer 


the question or defer it until after the presentation. 


COMMISSIONER LEMAN: Oh no, I think Mr. 
Caméron:: could easily give it. 

HON. MR, BLAKENEY: I am perfectly happy 
to answer questions on security regulations --- 

THE CHAIRMAN: It 18 not necessary at all. 
If you want to ask Mr, Cameron to do it that will 
be perfectly satisfactory to us. 

HON, MR, BLAKENEY: I thought we might 
take up the other things that are in the brief, 


COMMISSIONER LEMAN: That about cone ludes 
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1 the questions we had that were strictly related to 


2 the brief, 


2 HON. MR, BLAKENEY: I will be here for a 
4 little while and if other questions arise with 
5 respect to security issues or otherwise I would be 


6 happy to cope with them. 


7 THE CHAIRMAN: That concludes the questions, 


8 Mr. Blakeney. 


9 We wish to express the appreciation of 

10 the members of the Commission to you for being here 
11 today representing the Government of Saskatchewan 

12 and the exceedingly effective way in which you 

13 have dealt with a preat variety of questions from men 
14 with a variety of experience, I hope that the day 
15 has not been unduly onerous. 

16 HON. MR. BLAKENEY: Oh no, I have enjoyed 
17 it very much. 

18 THE CHAIRMAN: We are very much impressed 
19 with your brief and with the whole manner of 

20 presentation. We are very much indebted to you. 

2 HON. MR. BLAKENEY: Well, I will just sort 
22 of retire, Mr. Chairman. 

23 THE CHAIRMAN: Yes. Mr. Cameron, of 


the Securities Commission. 

MR. CAMERON: Thank you, Mr. Chairman 
and gentlemen. May I commence my ines ats by expressing 
my appreciation for being invited to appear before 
this Royal Commission on Banking and Finance. TI fully 
regret that my preparation has been limited to a 


Single day as I only learned on Wednesday night of 
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1 this week that you might wish to hear from the 
2 Saskatchewan Securities Commission, 
3 I telephoned Mr. Hampson upon that. occasion 
4 and he was kind enough to indicate to me some of 
5 the matters upon which he felt T could usefully 
6 touch. I managed to assemble a Somewhat rough 
7 written presentation in the one day which TI had. 


8 Unfortunately, Mr, Chairman, we were unable to get 
9 it prepared in a number of copies but TI have the 
10 original which the Securities Commission Registrar 


11 will give to Mr. Hampson, 


12 We were able to supply a copy tothe 
13 Court Reporter and I would be very happy, sir, to 
14 Supply the Commission with a further number of copies. 


i  _ 


15 We simply were typing until one o'clock this morning 


16 and could not complete our preparation in the time 


17 which was available; 


18 "The first topic which I | 
19 propose to consider, gentlemen, is the | 
20 need for a federal Securities Commission l 
21 in substitution for our ten provincial 

B44) Commissions. The provincial Treasurer has 

23 answered certain questions on that subject. 

24 I am here speaking now as the Securities i 


Commission Chairman -- nothing more. The 
first point upon this topic to which I should 
like to refer is the uncertainty in securities 
regulation in Canada which is created by our 
having ten provincial securities acts 


combined with fifteen companies acts, 
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1 investment-contracts acts and companies 
2 information acts. Each act regulates securities, 
3 in varying degrees. Each of these many acts is 
4 administered by am independent administrator. 
5 In November of 1951 an essay by myself, 
6 in the form of a book review, was published in the 
7 Harvard Law Review, Volume 75, Number 1. TI would 
8 respectfully ask your permission to file a copy 
9 of this essay as a part of my presentation today 
10 and would ask that it be deemed to have been read 
11 into the record at this point. With YOUR was * 
12 permission, Mr. Chairman; I would ask that the 
13 entire text of this essay in the Harvard Law 
14 Review bé taken in at this point in the record 
15 as read. 
16 ' Securities Regulation in Canada, by 
17 J. Peter Williamson, Toronto: University of 
18 Toronto Press. 
19 The common well of everie realme is to have 
20 a good lawe, so that the subjects of the realme 
21 maie be justified by the same, and the more plaine 
22 and open stint the lawe is, and the more knowledge 
23 and understanding that the subject hath of the lawe, 
24 the better it is for the common well of the realme; 
25 and the more uncertaine that the lawe is in any 
26 realme, the lesse and the worse it is for the 
27 common well of the realme. But if the subjects 
28 of any realme shall be compelled to leave the lawe 
29 of the realme, and to be ordered by the discretion 


30 of one man, what thinge may be more unknowen or mor 
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1 unknowen or more uncertaine?.,, 
2 
3 Andyhes (thechancedton): regararngerhonlawss pot 
4 trustinwe to his owne wit and wisdom, giveth judg- 
5 ment as it pleaseth himselfe, and thinketh, that 
6 his judgment beinge in soche authoritie is farre 
7 better and more reasonable than judgments that 
8 be given by the king's Justices according to the 
9 common lawe of the realme .... Even SO°it faréth 
10 by my lord chancelour that is not learned in the 
11 wes of the realme 
12 Serjaunte and Student. 
13 (Reprinted from a Sixteenth century manuscript 

in 1 Hargrave, A Collection of Tracts Relative 
14 to the Law of England 325-26 (1787). 
15 The prime measure of securities regulation 
16 in Canada during the last decade Has been neither 
17 "a good law, so that thé subjects of the realme 
18 (and of its principal postwar financier, the 
19 United States) maie be justified by the same," 
20 nor a "plaine and open" law) of which one can 
21 have reasonably certain knowledge and understanding}, 
22 Rather, Canadians have been "compelled to leave 
23 the lawe of the realme, and to be ordered by the 


discretion of one man," namely, the independent 
Securities administrators in each province who 
apply their "owne wit and wisdom" 6 ten far- 
from-uniform provincial securities acts and,! all 
too frequently, give "judgment as it pleaseth" 
them. The "unknowen" and "uncertaine" thing 


which has resulted therefrom has been rendered 
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even less certain because the ten provincial 
Securities acts are supplemented by some fifteen 
companies acts, investment-contracts acts; and 
companies information acts, each administered 
by an independent administrator, 

Our provincial securities statutes and 
regulations and we who administers them exist 
for the sole purpose of protecting the investing 
public from securities frauds ana abuses. Since 
Canada has no federal legislation regulating 
trading in securities, the "wit and wisdom" which 
the administrators of the provincial securities 
acts collectively manifest in enforcing the 
independént acts constitute the principal 
safeguard for investors in speculative Canadian 
securities. Upon our dismal record of protection 
afforded during the last decade it may fairly 
be said that,as a group, we have displayed little 
wit or wisdom. The uncertainty of regulatory 
legislation has produced some bureaucratic 
and paternalistic administrators and some, too, 
who are, like the Lord Chancellor in sixteenth 
century England, "not learned in the lawes of the 
realme". The multifarious securities statutes 
and regulations have been administered with 
such a lack of efficacy as to sabotage the 
national economy and grievously injure small 
American and Canadian investors in Canadian 

speculative securities. 


In this first detailed analysis of securities 
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regulation in Canada ever to be published, the 
author has skilfully and impartially delineated 
the deficiencies in our provincial legislation 
and demonstrated the impracticability ana 
ineffectiveness of Canadian endeavours to regulate 
securities through twenty-five acts of ten 


independent legislatures. Withal, his analysis 


of our provincial securities regulation constitute . 
as Harvard's own Professor Loss has so accurately 
put it, "a reliable discussion of the Canadian 
statutes and precedents ..." He might justifiably 
have added that the book constitutes an excellent 
manual of practice and procedure for those 
concerned with securities regulation in’Canada. 

In his preface Williamson has bluntly 
stated that: 

It becomes clear after only a brief study 
of the subject that Canadian securities regulation 
is unnecessarily complicated, that lack of 
uniformity is a real stumbling block to a grasp 
of the law on a national scale, and that thez are 


many deficienctes,both in substantive and procedural 


law. 


While these painful truths are readily appare 
to a legal scholar such as the author, other 
fundamental weaknesses in securities regulation 
in Canada are apparent only to those of us who 
regulate securities, and accordingly, are not 
dealt with by the author. Many of our provinces 


either cannot or will not support the economic 
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1 burden which an administrative and enforcement 

2 team adequate to protect investors in speculative 

3 securities issued and distributed in those 

4 provinces would impose upon them. This may seem 

5 puzzling considering that a single Canadian 

6 Speculative stock fraud perpetrated in a Canadian 

7 province in 1959 and 1960 (almost exclusively 

8 against American investors, although callous 

9 impartiality as to the nationality of the victims 

10 is more usual) extracted enough money from the 

11 victims to finance such a ‘team for: more than a 

12 century. In addition, the problem of finding 

13 enough qualified personnel for ten such teams 

14 cannot easily be resolved under our provincial 

15 regulatory system. Even more significant, perhaps, 

16 than the visible differences in our provincial 

17 statutes and regulations, to which the author 

18 has devoted much attention,are the invisible 

19 differences in administrative policies and 

20 philosophies of the individuals charged with 

21 administering the ten acts. For example, some 

‘Be among us adhere to the view that the startling 

23 diseretions vested in the administrators by the 
provincial acts are legal discretions to be 


exercised with caution and conservatism, while 
others demonstrably prefer to trust to our own 
wit and widsom ana to give judgment as it pleases 
us. Moreover, some of the provincial 
legislatures encourage their administrators to 


give judgment as it pleases them. A splendid 
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illustration of Canadian discretions is to be 
found in the identical statutes of some provinces 
which provide for the filing of prospectuses 
with the securities commissions... Until.1960 
these identical statutes provided each commission 
with.a discretion to accept for filing "any 
prospectus,, financial statement. or report..." 
unless certain statutory conditions were not met, 
in which case acceptance was prohibited. Some 


administrators avoid exercising the general 


discretion, except in very rare instances, by 
reason that it is such "uncertaine lawe." By 
contrast, the legislation of one of, this. group of 
provinces was amended in 1960 so that the discretidn 
reposed in its administrator is now an "absolute 
discretion." Moreover, in that province there is 
no right of appeal to the Queen's justices.. As 
the. author has pointed out, in only three 
provinces is there a right of appeal from rulings 
by the administrators restricting rights in 
respect. of trading in securities, and in one of 
these provinces the appeal is restricted to 
questions of law alone. In only one province 

is there a statutory requirement that the reasons 
for such rulings be delivered in writing and be 
open to public inspection. An interesting 
illustration of the policy differences among our 
provincial administrators lies in the fact that 
in 1959 one provincial securities commission 


concluded a formal agreement with the Securities 
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1 and Exchange Commission of the United States 
2 for cooperation in protecting the American 
3 investing public, while other administrators 
4 have expressly stated that they recognize a 
5 higher duty to protect Canadian rather than to 
6 protect American investors, 
7 The author discussed the annual conferences 
8 of the Canadian provincial administrators and 
9 quite correctly states that these conferences 
10 have “made possible some exchanges of views on 
11 policy ..." Unfortunately, while illuminating 
I of - they are seldom productive of agreement on policy 
13 or of solutions to the problems. The author 
14 also makes reference to mutual assistance among 
15 the provincial administrators and expresses the 
16 Opinion that “in the absence of any federal 
17 securities law this co-operation is especially 
18 important and on the whole it seems to have 
19 worked fairly well ..." It is submitted that 
20 he has correctly assessed the importance of such 
Zt cooperation but that it has worked badly. 
22 Recognizing the weaknesses of Canadian 
23 securities regulation, it is of interest to 

examine some of the particular perils which 


confront an investor in speculative securities. 

The legislation of several Canadian provinces 

prohibits acceptance of a prospectus for filing 

where "an unconscionable consideration has been 
" 


paid ... for promotional purposes ... However, 


in one of our provinces authority to fix the 
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1 markup in price, when a broker-dealer has purchase 
a Speculative stock from a company's treasury, has 
3 been delegated toa Self-governing association 
4 of dealers in speculative Securities. This 
5 association has decreed that when one of its 
6 members buys and pays in full for an entire 
7 issue of shares to be offered to the public 
8 (or for his portion of an issue, when more than 
9 one dealer handles the primary distribution), he 
10 may sell the stock at"any price which tt will 
11 command." The absence of control does ‘not, 
12 however, result in price being determined by the 
13 traditional law of supply and demand. The dealer 
14 creates the only public demand for stock in a 
15 new promotional company by advertising and by high 
16 pressure solicitations. Often he buys shares 
17 thrown back upon his controlled "market" until 
18 he is forced to purchase too much stock to 
19 maintain the market at the profit level which he 
20 requires. Thereupon he "pulls the plug" by 
21 withdrawing his supporting bid, and the market 
22 falis. The drop will be severe when the dealer 
23 has set a distribution price far above the cost 
24 of the stock to himself and has not allowed 
P=. enough of the public's money to reach the company's ° 
26 treasury to finance adequately the corporate 
27 venture. In one recent promotion from this 
28 province, the dealer purchased the allegedly 
29 speculative stock from the treasury of the company 


30 at ten cents per share and distributed it, largely 
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1 to Americans, at eighty-five cents per share; 
2 a markup of seven hundred and fifty per cent 
3 although inthis province the maximum commission 
4 is twenty-five per cent. 
5 . In recent years exploration companies 
6 ‘ * Have fallen from public favor and small establishe 
7 industrial companies, listed or readily capable 
8 of obtaining listing upon our stock exchanges, 
9 have become preferred targets for our promoters. 
10 The modus operandi is to increase the share 
11 capital, distribute the new stock to the investing 
12 public at whatever price the "traffic will bear," 
13 and then siphon off the money by making purchases 
14 of realty and other property of excessive prices. | 
15 It is scarcely necessary to point out that 
16 provinces with ineffective enforcement teams 
17 ean do little or nothing to cope with such 
18 promotions. 
19 Investors appear to entertain a respect for 
20 our Canadian stock exchanges which, insofar 
21 as their postwar record of primary distributions 


of speculative securities is concerned, seems 


scarcely deserved. Some of the worst. promotions 


of the postwar era have been effected through 

the facilities of larger Canadian stock exchanges. 
Exchanges in some provinces may List an issue 
without a prospectus having been filed with 

the commission, These allegedly self-disciplining 
bodies launch noisy periodic reformation programs, 


aimed at their own members and at other groups 
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of Canadian brokerage houses, but there is little 
evidentiary basis for concluding that the risks 
of speculative securities distributed through them 
have been reduced to a supportable level. As 
Williamson has detected “Canadian stock exchanges 
and associations are much more free of government 
control than are their American counterparts ... 
No standards of behaviour are spelled out ..." 
The evidence ebtained in various postwar investi- 
gations of our self-governing exchanges does not 
indicate that their freedom from government 
control is merited. A majority of Canadian stock 
exchange houses are managed and directed by 
responsible and honest persons, but unfortunately 
they appear unable to control the outrageous 
promotions effected by the few through the 
facilities of their exchanges. 


Canada has a desperate need for "a good 


lawe," “plaine and open;" subject to the 
judgments of the Queen's justices. That good law 
can only be a federal securities act, regionally 
administered. Concurrently with the enactment 

of such a law, provincial securities legislation 
must be repealed. While there is a constitutional 
problem (considered by Williamson in chapter VII) 
attaching the enactment of fetevanrresulasust 
legislation, it cannot be disputed that a 
sovereign state oan legislate that which its 
eighteen million citizens will. When Canada's 


need for federal securities regulation is recognize 
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and understood by our people, their will to have 
it and to repeal our present hodge-podge of 
Statutes and regulations will resolve the 
constitutional problem by Way of constitutional 
amendment, should the Supreme Court of Canada 
hold that such is necessary. For the development 
of our country we Canadians need American 
Speculative capital. And investment in the 
development of this conservative, non- 
revolutionary democracy is potentially, perhaps, 
the most promising speculative investment 
available. It will become so in actuality only 
when Canada enacts a single federal securities 
act. In the interim, and except where a 
particular province has succeeded in strictly 
enforcing its securities law, Americans and 
Canadians investing in Canadian speculative 
securities accept unreasonable, excessive, and 
unnecessary financial hazards.' 
In my Harvard Law Review essay I stated 
that: 
"The multifarious securities statutes and 
regulations have been administered with such 
a lack of efficacy as to sabotage the national 
economy and grievously injure small 
American and Canadian Un¥es BOs in Canadian 
speculative securities.” 
As an example of lack of efficacy, may I direct 
your attention to the report of the acting 


administrator under the Security Frauds Prevention 
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Act of New Brunswick upon his investigation 
into the operations and activities of Canam 
Investments Limited and other exploration 
companies and into the operations and activities 
of Kenneth H. Greggory and other persons and 
companies in the securities industry. The report 


was issued upon November 30th, 1960. And that; 


perhaps, sirs, offers an excellent illustration 
of some of the practical difficulties of having 
provincial regulation of securities. The 
acting administrator offered the following 
commentary upon the efficacy of the Securities 
Administration and enforcement in New Brunswick 
in the périod prior to 1960. There are three 
quotations I would like to read, if I may. They 


are rather short; 


"The evidence would suggest that the 
authoritdes. in this Province had not, for some 
considerable period prior to July, 1960, maintained 
the respect and confidence of other jurisdictions ) 
by their efforts, or lack of effort, in connection 
with the operations under investigation. It 
would appear that, when early efforts to assist 
were not availed of and complaints and warnings 
had gone unheeded, some authorities in other 
jurisdictions concerned had, as one enforcement 
officer has put it, "just about washed their 
hands of New Brunswick". (see page 49 of the 


published report). 


-- rather an interesting commentary on the practicality 
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1 of securities commissions that some jurisdictions 
2 had just about washed their hands of the 

3 Securities Commission in New Brunswick. 

4 "From these frank statements; made under 

5 ‘confidential’, cover, and from all other 

6 matters in evidence one can only deduce 

7 that the former government of the province 
8 was perfectly happy to permit wide-scale 

9 fraudulent operations to continue, in fact 
10 to the point of being encouraged, as long 
11 as some political benefit was derived from 
12 a ‘show! of industrial expansion and 

13 activity, however negligible the extent." 
14 (see page 50). 

15 It is impossible to come to any other 

16 conclusion than that the former administrator 
17 was subjected to interference both by those 
18 charged with the responsibilities of 

19 government of the province and by the 
20 members of the former Board of Public 

21 Utilities." (see page 50) 

22 May I also offer to you, on the subject of .t he 
23 efficacy of securities regulations in Canada a 


quotation from the address to the 1961 Conference 
of Canadian Securities Administrators by the 
Attorney General for Seaiade hese: the Honourable 
Rabert A. Walker, @.C.:3 

" Tam convinced that there could be a 

more effective and efficient supervision 


and enforcement if Canada was not fragmented 
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1 into ten or more isolated jurisdictions. 
2 I'am sorry to think of the mischief that may 
3 be wrought in other provinces by the 
4 Stockateers that got into hot water water 
5 here and then moved elsewhere. In fairness 
6 I think I might also observe that most of 
7 our trouble-makers were not natives of this 
8 province. 
9 But even more significant is the 
10 evidence of inter-provincial inspiration 
11 and guidance which turns up in most cases 
13 of stockateering in this province. Indeed 
13 there is real evidence that the stock fraud 
14 racket has international ramifications. Often 
15 we find this to be true even with the little 
16 ‘corner bucket-shop'. And there is ample 
17 evidence in newspaper reports that the 
18 international stock-fraud artist is 
19 penetrating other provinces. 
20 It would be surprising if the 'big time' 
21 racketeers did not invade this field. When 
22 one sees what little merit and what little 
23 effort needs to be expended to bilk the 
24 public out of a million dollars, it would be 
25 surprising if the big time international 
26 gangsters did not enter the field. Even 
27 “narcotics, prostitution and liquor in the 
28 prohibition era could not have been more 
29 profitable." 


30 May I have leave, Mr. Chairman, to file a copy 
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1 of the Attorney General's complete address as 

2 part of my presentation today and may I 

3 respectfully ask that it be deemed to have been 

4 read into the record at this point. 

5 ‘Speech by the Hon. H.A. Walker, Q.C., 
Attorney General of Saskatchewan, on 

6 the occasion of the 1961 Conference 
of Canadian Securities Administrators, 

7 October 26, 1961 

8 Ladies and Gentlemen: 

9 In a free enterprise economy there must 

10 be some machinery for accumulating fresh capital 

11 for industrial expansion. And for the first 

12 time in history a very substantial proportion 

13 of our people have savings to invest. Large 

14 amounts of capital can now be raised by a 

15 multitude of small subscriptions. With the 

16 industrial expansion of the past 20 years, the 

17 business of providing capital monies has grown 

18 to be a major industry itself. 

19 The doctrine of caveat emptor is a harsh 

20 one for the buyer of ordinary goods. In the 

21 purchase of goods, one of the principal hazards 

22 to the buyer is that the nature or quality of 

23 the goods may not live up to the representations 

24 made on their behalf. But even the moderately 

25 intelligent purchaser of stocks finds it much 

26 more hazardous to purchase stocks than to 

27 purchase tangible property. 


Before purchasing a mining stock a prospect- 
ive purchaser might retain a consulting engineer 


to get a personal report on the merits of the ore 


: ¥ a 4 ' cae: 7 is ®e 
phe zr ee 
as 2Betbbs atelemoo § e'Lerensd y aria 


I yam bas yeebod Sa m ‘to poe . 


nesd eved oF benssb od ti dedd fas wilyIWwoeqaet 


& _,tntog etdd ts broosr edt ogat beet 


0.0 .tesdlsW .A.H .n0H odd yd doseqa’ 

fo .aswerodsdeasa to istsieD ysrrossAa 

gonetsiao) def eAd to fokesooo efit 

arotartaroatmba coeicdtsso9@ nathsasd to 
fdeLl. .08 tedoso0 


; sAsmeliaen bas eotbal 
taum sxedt ywmonoos scalnqusdns sett s al 
Isdtggo deort znatdelemyoos rot yasnidesm emoe od 


jayvftt oft vot bad -.notemeqxe Dstasaubat tot 


sorsxrocorg Isivnstaduea yrev 8 wrocsid mf emit 4 ae 
I 
s yd beetst od wom aso Istiqse to ednyvoms BE 


egial .teevit od santvea oved elgqosq avo ‘to | 
| 
sit dtiw .enotdatvoedve [lemme Io ebudtiium : 

edd ,atssy OS Jasq eft to mobansoxe feinvteubat at 
mworg esi estoem Letiqss anbbiverg to esentaud Yt 
<theedh yutenbat teobsa s sd of “pat 

Nevel s at yotqms gsevso to entttoob, odT ler 


sft ol .eboos yusabiae Bo teyud end tol sno 


= 


ebrssed Isqtonieg eft to emo .aboo, To sasiotuq 
, to Uilsup to exvism ond tect alt. rayud edt of 
enotdedrsge qe: edt o¢ gu evil ton yam aboog sAt 
ylessisbom ont seve tw ..2fersd stedd mo ebam 
foum of edntt ejoots to measrdoivg tnsgtiletat 

od fed sxoote sasdomig oF evobyssen stom 
“dreqowqreldisnss sasdotug 


-tosqeorg oie wwe aiintm s —" Sto 198 


Nethercut & Young = 714 = 


Terente, Ontarie 

1 body. He might have a financial consultant 

2 examine the proposed financial structure. He 

$ might have private enquiries made as to the 

4 reputation and character of the promoters and 

5 chief participants. .And even if he has done all 

6 these things, there is still the ever present 

7 Specter of failure resulting from business 

8 misjudgment, changed marketing or price conditions 
9 and a whole host of possibilities for failure having 
10 no relation whatever to the honesty or integrity 
11 of the promoters, or the intrinsic worth of the 

12 properties. 

13 Every realistic person knows that it. is not 
14 practical, particularly for small investors to 

15 so exhaustively analyse a prospective investment. 
16 In order to give some protection to the publi 
17 from fraudulent promotional activities and other 
18 securities trading abuses, most jurisdictions 

19 have enacted securities legislation. In 1954, 
20 Saskatchewan reviewed its securities legislation 
21 and adopted a new Securities Act. Our present 

22 , Act is virtually identical with that of several 

23 of the other provinces. 


This Act makes provision for a Securities 
Commission to act as a watchdog over promotions 
and intended promotions of jeneniaiies securities. 
It does this in the first instance by requiring 
brokers and salesmen of speculative securities 
to be licensed. In this way it seeks to restrict 


such activities to persons with a good record. 
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Secondly, the relevent details of each proposed 
promotion must be set out in a prospectus filed 
with the Commission. This Prospectus must be 
delivered to the purchaser of stock in conjunction 
with the purchase. Thus The Securities Act gives 
the citizen protection which he would be able 

to provide for himself only if he could afford 

to make the most exhaustive and expensive 
inquiries. In addition, The Securities Act can 
provide some forms of protection which an 
individual purchasér could not provide for himself, 
For instance, it can enforce a measure of 
continuing control over the promoter, for the 
continuing protection of the investor even after 
the investor has parted with his*cash?~*The 
administrators can hold promoters! stock in 

escrow to ensure that the promoters cannot sell 
their own personally owned stock in competition 
with the treasury stock. Anda they can investigate 
the activities of a company involved in a fraudulent 
or criminal promotional activity. When it is 
considered advisable, the assets of the company 
can be frozen in connection with such an 
investigation. 

There are wide and sweeping powers. And 

when it became apparent in 1958 that all or most 

of these powers were going to have to be used, the 
government and the members of the Securities 
Commission were anxious lest such powers might 


seem unduly arbitrary when put into operation. 
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So in 1959 we introduced some new ana unique 
provisions into our Act. At the 1959 session of 
our legislature we provided that our Commission 
must give "written reasons for directions, 
decisions, orders and rulings". The Commission 
was thus compelled to act circumspectly in any 
action which might adversely affect persons 
engaged in the securities promotion industry. 
Indeed with the introduction of that provision, 
the government felt some apprehension whether 
the Commission could ‘effectively do its job. 
We felt, however, that those engaged in the 
Securities business were entitled to enjoy a 
high degree of certainty in the law and a 
reasonable predictability in the policy of the 
Securities Commission. 

To remove all doubt that the “rule of law" 
was to apply in this area, we also provided that 
“every direction, decision, order or ruling of 
the commission” should be appealable to the 
Saskatchewan Court of Appeal. 

I have already said that in 1958 it looked 
like a "crackdown" on illicit stock promotion 
was in order. And it should not be assumed, 
because of the legislative changes which we made, 
that we underestimated the skill and cunning 
of the unserupulous "fast buck artists” in the 
speculative securities business, 

By 1958 there was a group of upward of a 


dozen "broker-dealers" operating under the 
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tutelage of one person. It has since come to 
light as a result of a seizure of documents, 

that there was a definite connection between the 
Saskatchewan ringleader of this operation and the 
well-known Toronto lawyer who was recently 
indicted for his alleged connection with a 
Sigantic international stock fraud. It is, 
therefore, pretty clear now that this little band 
of broker dealers was-a part of an international 
Stock frauds operation. 

Their modus operandi was to acquire “sucker 
lists" of American investors, mail them some 
literature, then telephone them, giving them a 
high-pressure but plausible story. The magnitude 
of this operation is searcely credible to the 
man-in-the-street. In 1958, there were scores 
of such "salesmen" operating out of this city. 
During certain periods, their use of the long 
distance facilities constituted the great bulk 
of the long distance business calls going through 
our Regina exchange. 

The mentor of this little chique of “broker 
dealers sat in my office and tried to convince 
me that this industry rendered a valuable 
contribution to the provincial economy . This 
industry, he said, lifted millions of dollars 
annually from what he called "greedy Americans" 
and at the same time patronized the Arts and 
created a demand in Regina for expensive 


automobiles and fine homes. When informed that the 
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government was: determined to end this abuse 


2 of the American public, he then cautioned me that 

3 our intended action was probably unconstitutional. 

4 Saskatchewan, late in 1957, decided to be 

5 the only province in Canada to demand, as a 

6 condition of the licensing of brokers and 

7 Salesmen, that the licensees trading from 

8 Saskatchewan into the United States must obey 

9 the laws of that jurisdiction. -The industry 

10 was given several months notice of this | 
11 intention, and the new restriction went into 
12 effect on May 1, 1959. It will thus be seen that | 
13 an important new element of protection was 
14 introduced into our securities climate. And 

15 the fraternity of telephone "stockateers" silently 

16 melted away. 
17 Looking back now I realize that the granting | 
18 of these months of grace was a mistake. We over- | 
19 estimated the responsibility of these operators. 

20 As it turned out, the American public was 

21 defrauded hundreds of thousands of dollars during 

22 those last months. Indeed it later came to my 

23 attention that during the last few months the most 

24 unscrupulous tricks were used. For example, I had \ 
25 been quoted in some newspaper as saying that, 

26 when Saskatchewan's policy was fully implemented, 

27 American investors would have the assurance that 

28 Saskatchewan securities sold in the United States 

29 | would be sold in compliance with S.E.C. regulations|, | 


30 By sending a copy of the press report, to their 
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1 prospective customers and omitting the reference 
2 to the date, they gave the misleading impression 
3 that the wolves had already had their fangs 

4 drawn, 

5 We were then confronted with the outbreak 

6 of a new series of stock frauds directed this 

7 time against the people of Saskatchewan. Ina 

8 new succession of fraudulent schemes many millions 
9 of dollars were mulcted from the people of this 
10 province, 

11 To combat this wave of fraudulent stock 

12 promotions during the period 1959 and 1960, our 
13 Securities Commission pursued a vigorous policy 
14 of control and the Department of the Attorney 

15 General vigorously prosecuted known offenders. 

16 The Commission cancelled or denied licenses to 

17 84 brokers and salesmen. To get some idea of the 
18 relevant size of that figure, I would point out 
19 that there are, at this moment: about 100 dealers 
20 and about 500 salesmen registered in the province. 
21 It is significant that of all the persons whose 
22 licenses were cancelled or denied, not one was 


able to launch a successful appeal to the courts. 
In the same period charges were laid against 


31 persons for violation of The Securities 


Act with the result that 29 were convicted and 


warrants are outstanding for two persons. 
Charges under the Criminal Code were laid against 
10 persons resulting in 5 of them being convicted 


and two others still pending. 
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Terente, Ontario 
One fact becomes clear when one closely 
analyses the elements in all these fraudulent 
promotions. Certain individuals always appear 
to lurk in the twilight fringes surrounding 
each scheme. While it is no crime to be 
innocently associated with wrongdoers, it became 
increasingly manifest that such "innocence" 
owes much to the difficulty of securing evidence. 
Any enforcement program that stops at convict 
ing the salesmen and the "front men" amounts to 
a mere treatment of symptoms. But the 
prosecution of the "ringleader" in such cases 
presents many difficulties, not the least of 
Which is’the difficulty of adducing evidence. 
Most of iekalaon in a position to give evidence 
in such case, must of necessity be violators 
themselves or they wouldn't have been in a 
position to see the illegal aspects of the project 
But in spite of these obvious difficulties, if 
enforcement is to be effective, every effort 
must be made to get at the source of the evil, 


to reach the author of the illicit promotional 


schemes, the evil genius who guides and 
manipulates the various "fronts" who come and 
go on the speculative securities scene. 

To illustrate the problem faced by the 
Commission on regulating the type of persons 
permitted to operate in the speculative securities 
field, let me refer to some documents on the files 


of the Securities Commission with respect to one 
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person appearing before the Commission, whom 

I shall deseribe as Mr. F. Ina routine 

investigation of the applicant's character, it 

turned out that he had a record of eight 

convictions in Canada and the United States, 

including the offence of theft, Shopbreaking, 

vagrancy, violating of immigration laws, perjury 

and first degree robbery carrying a sentence 

of five years to life imprisonment in San Quentin. 
In addition the police force of one major 

city reported that he was known to be active 

in the criminal underworld, having been involved 

in gang wars for which he was not prosecuted. 
His introduction in Saskatchewan was accom- 


"well-known civil 


panied by a letter’from a 
rights ilawyer from Calgary" which reads as 
follows: 
' Chairman, 

Saskatchewan Securities Commission, 

Regina, Saskatchewan. 

I was quite pleased to receive your 
communication of the 17th instant. 

My relationship with Mr. F. has been on a 
personal basis. By that I mean that he is 
married to a daughter of Mr. and “Mrs. S. TI 
have been intimate with this family for many 
years both in Winnipeg and Toronto, and have 
always had the utmost regard and respect for 
them. 


This respect also extends to the said 


Mr. F.,whom I have known for many years and 
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Terente, Ontaric 
consider that he is reputable and reliable 
and is of excellent character. 

I know that he has had considerable experienc 
in mining ventures, and I have no hesitation in 
urging if I may respectfully suggest it, that he 
be issued with a license as may be necessary 
for him to carry on his occupation in the 

mining business in Saskatchewan. ! 

An important phase of the work of the 
Commission is in the scrutiny which it gives to 
prospectuses. A great deal of the time of the 
Securities Commission is spent in attempting 
to ensure that all material facts are disclosed 
in the prospectus. When one sees in a prospectus 
words suggesting the project is speculative, the 
true import of the words can best be gathered 
by contrasting it with the words used by the 
Salesman when making the sale. 

When the public realizes the amount of care 
the Commission gives to the wording of the 
prospectus, the prospective purchaser will put 

out of his mind every representation made in 
preference to the actual words of the prospectus.. 

When one reads of the prosecution of a 
promoter for making a false representation in a 
prospectus, or when one reads of a promoter who 
fails to deliver a prospectus to an investor 
before he makes his investment, he may think 
it is a relatively minor matter. It should be 


realized that an entire fraudulent scheme might 
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Terente, Ontaric 
1 Succeed because of a material misrepresentation 
2 in a prospectus. For example if an exaggerated 
3 opinion by a consulting engineer is allowed to 
+t be published in a prospectus, then a two or 
5 three million dollar stock fraud may be 
6 facilitated. Or an individual prospective 
7 investor may part with his money on the strength 
8 of the salesman's representations, when he would 
9 never have dreamed of doing so had he seen a 
10 prospectus. | 
11 Is it a more serious crime against the | 
12 community to defraud another with an N.S.F. | 
13 cheque, for $100 or to sell $100 worth of worth- 
14 less stotk by concealment of the prospectus? 
15 in the first instance the perpetrator is 
16 charged with obtaining money by false pretences 
17 and usually goes to jail. In the second instance | 
18 he is charged with non-compliance with the 
19 Securities Act, often regarded as being a 
20 comparatively minor matter. | 
21 Now let us look briefly at the ability of 
22 the Commission to give continuing supervision 
23 to a promotional scheme. This is an area 
24 where I believe, - judging from letters of 
25 complaint I have received, - some misunderstanding 
26 exists. 
27 The Securities Commission does not have any 
28 right to supervise the economic activity of the 
29 new born company in pursuing its objects of 


30 incorporation. The company may make good or 
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Terente, Ontario 
1 bad economic decisions. It may pay too much 
2 for raw materials and labour and it may sell 
3 its product too cheaply. The Commission will 
a take no interest in such facts. It is the duty 
5 of the shareholders to elect a board of directors 
6 in whom they have confidence. It is the duty 
7 of the directors to manage the company in the 
8 best interests of the shareholders. 
9 The Commission concerns itself with the 
10 manner of raising the capital funds, and the 
11 integrity of the fund after it is assembled. A 
12 reasonable portion of the assembled money must 
13 go into the physical plant or mine properties. 
14 There the interest of the Securities Commission 
15 comes to an end. 
16 Most of my listeners will be acquainted 
17 with various techniques for syphoning capital 
18 money out of a company after it has been 
19 successfully promoted, but before it goes into 
20 commercial operation. A favorite device is to 
21 buy at a very high price, worthless services 
2 or property from a confederate who is willing 
23 to secretly kick back the money to those who 
24 cooked up the conspiracy. 
25 I can give an illustration of two contrasting 
26 results achieved by the Saskatchewan Commission 
27 in policing the disposal of the capital money 
28 after it has been raised. 
29 Readers of newspapers who can take their 


0 minds back to 1958 can remember an instance when 


SSE aaa... 


- | ieee an i « 
\e 


‘ot : = or 


oum oF Yat si Sz sanotetoeb ‘ Emon: e bic 7 


flee ven vt bas wwodsl bas eletvetsm wer tot 


[ftw nofaetmmod oiT .viqeeris cod sovborg edt 

a Ys odd el FT .adost dove at deevedat on esd 
|| stoves te prsod s tosis ot ateblodersda end to 
| yinh odd ef 3I .eomebtinos sved yond modw at 
| aid af ynsqnos edd szensm oF esogosath ed To 
oy ecteaiaataniice edd to adeoredat daed 


edd dttw tissit amteonoe sobeatmmod eAT 


. 
| 
| 
aft bas .ebrwt (ediqeos edt satetse x to wennam jor 
A .beSfdmseas ef dt wedts bovt-edd to ysirasdnt | 
seuin yorom bsldmeces srit to nofsueq sidsaaeasot 
estinegotg enim to dasigq Isofeyriq erid odnt of 
a noteaatmod vettiyvce2 edd to tastetat oat svendT 
.bYS NS OF Semgo 
pataisupos sd {Lltw erenstell Ym to tao 
fatiqss matsordqya tol asuptndsest evolusy dviw 
nesd esd th todts ywisqites ea lo tuo venom 
odnt agog di exvoted gud, .psdomorg yiluteaoooue 
| ot Bf eotveb stinovet As .fottereqo Isbotemmoo 
u aectvrse evetitiow .eotag ‘ristd yreves te yud 
. antiliiw at odw stetebeiaos & mort ysreqorg to 
ody eeods of yanom end aosd aold yidveroes et 
~Vostigedos edt qu besloos 
| | anttestaoo ow? ‘to nottsntemiiima-ovts aso L 


rf : 
| soksetmmod cewodotstas2 afd Yd beveldos atineer 


iY 
ak 
i 


venom Lstigqss edd te Letogatb eid aniotiog at 


Nethereut & Young = T25 - 


Terente, Ontaric 


the Commission conducted an inquiry into a 


company known as Columbia Metals Ltd. After it 


3 appeared to the Commission that something was 

4 wrong with the set-up of this promotion, a 

5] Seizure order was issued freezing the funds 

6 and securities of the company pending further 

7 investigation. About 15% of the money solicited 
8 was still intact. 

9 As a result of the alert given to the share- 
10 holders by the action of the Commission, the 

11) Shareholders reorganized the company and the 

12 balance of the treasury fund was thus conserved. 
13 For the converse situation I would refer 

14 to a promotion in which the Commission was 

15 helpless to intervene. I refer to Western 

16 Diversified Mortgage Company. Early in 1960 it 
17 came to my notice that an individual operating 

18 under that name was soliciting funds on a promisso 
19 note basis for one year and guaranteeing 10% retur 
20 per annum with "highest grade collateral". The 
21 collateral was to consist mainly of second 

22 mortgages and lands subject to mortgages and 

23 agreements for sale. 


Now a person doesn't have to be very smart 
to understand that al0% guarantee return is 
impossible, and anyone undertaking to give such 
a guarantee is trying to play the public fora 
sucker. When I saw the literature, I took it 
into my possession and turned it over to the 


Securities Commission. 
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Torento, Ontario 
1 Normally, trading in promissory notes for 
2 a duration of one year only, is exempt from 
3 registration and, accordingly, is not supervised 
a by the Commission. When the Commission completed 
§ a superficial examination of the subject, it 
6 immediately decided to withdraw the exemption 
7 and examine fully into the plan's operations. 
8 The Commission discovered that the plan 
9 had been in operation only a few weeks and the 
10 promoters were still busy recruiting a staff of 
11 Salesmen. About $120,000 had been picked up. 
12 The promoters immediately launched an action 
13 against. the Chairman and members of the Securities 
14 Commission seeking an injunction restraining them 
15 from making any further investigation into 
16 Western Diversified Mortgage Company, until 
17 the constitutionality of The Securities Act could 
18 be determined by the Court. They were 
19 successful in delaying the investigation, while 
20 losing in the Court of Queen's Bench, the Court 
21 of Appeal and the Supreme Court of Canada and 
22 as a result no further enquiry by the Commission 
23 was possible during a seventeen month period. 
24 The injunction proceedings did not bind 
25 the Department of the Attorney General, however, 
26 so we examined the facts carefully to discover 
‘| whether or not any appropriate prosecution was 
28 available. 
29| We noted that, although the documents issued 


by the firm gave the appearance of a gilt-edge, 
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Terente, Ontario 
1 blue-chip bond, they were, in law merely the 
2 unsecured obligation of one man. We thought 
3 that there was an offence committed by his 
4 failure to disclose his trade name under 
5 The Partnership Act. At least, we felt that a 
6 conviction anda small fine would have served 
7 asa notice to the public that there was something’ 
8 seriously amiss. However, our prosecution failed, 
9 and the individual investors took no action to 
10 protect their rights, or to recover the money 
11 which they had advanced. 
12 Eventually the question of the constitution- 
13 ality of The Securities Act was settled in the 
14 Supreme Court of Canada and the injunction was 
15 dissolved, giving the Commission a free hand 
16 to look into the affairs of Western Diversified 
17 Mortgage Company. In the meantime, the trustees 
18 of the so-called trust fund now acknowledge that 
19 the fund is insolvent. There is only enough 
20 on hand to reimburse a fraction of the original 
21 investors" contribution. And the promoter has 
22 long since moved to another jurisdiction where, 
23 I am advised, he is foraging upon fresh pastures. 
24 I have attempted to outline some of the 
25 actions taken by the Securities Commission and 
26 the Department of the Attorney General to protect 
27 | the people who invest in Saskatchewan enterprises. 
28 | It will be seen that the activities of the 
29 | Securities Commission are largely supervisory 


0 | and preventive. My Department's chief role 
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Terente, Ontaric 
is that of prosecutor, so that those who have 
already committed violations may be punished. 

It is my opinion that the preventive ana 
prosecutory measures undertaken in this province, 
in relation to the number of people engaged 
in the speculative securities trade, is the 
greatest in Canada. 

I am convinced that the reason for this is 
that to date, while we have prosecuted and 
convicted the ostensible offenders, the "front- 
men’, we have not had the same success at getting 
beyond them to the "evil genius", the real brains 
behind securities frauds. 

I am convinced that there could be a more 
effective and efficient supervision and 
enforcement if Canada was not fragmented into 
ten or more isolated jurisdictions. I am sorry 
to think of the mischief that may be wrought 
in other provinces by the stockateers that got 
into hot water here and then moved elsewhere. 

In fairness I think I might also observe that 
mos of our trouble-makers were not natives of 
this province. 

But evennmore significant is the evidence 
of the interprovincial inspiration and guidance 
which turns up in most cases of stockateering 
in this province. Indeed here is real evidence 
that the stock fraud racket has international 
ramifications. Often we find this to be true 


even with the little "corner bucket-shop". 
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Terente, Ontario 
1 And there is ample evidence in newspaper 
2 reports that theinternational stock-fraud 
mI artist is penetrating other provinces. 
4 It would be surprising if the “big time" 
3 racketeers did not invade this field. When one 
6 sees what little merit and what little effort 
7 needs to be expended to bilk the public out of 
8 a million dollars, it would be surprising if the 
9 big time international gangsters did not enter 
10 the field. Even narcotics, prostitution and 
11 liquor in the prohibition ee not have been 
12 more profitable. 
13 In this city and in every large city in 
14 Canada there are prople who have made multi- 
15 million dollar fortunes since 1945 out of their 
16 connection with the "stocketeering” racket. 
17 This cancer in our free enterprise system 
18 robs innocent investors, - indeed widows and 
19 orphans of many millions of dollars each year. 
20 But it-has an even more serious secondary effect, 
21 Tt destroys the confidence of the investing public 
22 in Canadian speculative investments. So long as th 
23 major source of funds for economic expansion 
24 must come from private sources - and it looks 
25 like that will be for some time yet - then the 
26 adverse reaction from stock frauds tends to dry 
27 | up these sources for legitimate speculative 
28 | investment capital. The “stockateer” thus has 
29 | his hand in the pocket of every owner, worker 


D | ana farmer in the country. 
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Someday, I hope we will have a national 
agency to protect the speculative investor. But 
until that day comes, we must use the provincial 
agencies to the best possible advantage. 

Let me make it perfectly clear that I cast 
no reflection on the ability and integrity of the 
various provincial administrations. I want to 
make it clear that in my opinion the essential 
weakness of the present set-up is its fragmented 
character. 

By working together, by pooling our various 
Skills and resources by freely and frankly 
exchanging information, we can overcome some 
of the difficulties and disadvantages. If we 
can do this, we can stamp our most of the stock 
frauds rampant in every part of Canada. 

When this has been done we can expect 
a renewed interest in Canadian speculative mining 
and industrial ventures. Such a restoration of 
confidence would go far to developing and further- 
ing the prosperity of our country.! 

The Securities and Exchange Commission of 
the United States has taken notice of the fact 
that in many areas of Canada the local securities 
administrator lacks the machinery and financial 
capacity to obtain that measure of full and fair 
aisclosure of the facts which the S.E.C, requires 
in order to prevent fraud. The S.E.C. has also 


taken notice of the fact that such an administrato 


eee 


5 


jud .vodeevat svidsivoode and tostvouq od yonsgs 


3 


R 
| fstontvortq odd sau gaum sw .gemoo ysh defd Itdav 


- % -ogsinsvbs eldtegeq dasd edt od eatonsgs 
fe geeso TE sent weslo yiltoolteq tr-sxsm om ded, 


& add to wWiesgednt bos yilids snd no nottoeLtet on 
a ot ¢dasw I .enottsrtetoimbs Isetonivorg avoltav 
‘ istinseas oAt notatgqo ym at Jsdd uselo tr on sam 
hstnemgsst ett at qu-tee dneesiq edd to aaendssw 
syodostedo” 

apotisv two anitfoog yd ,.tertegod anidtow va 
yinnsxt bos yleett yd asomoses bre eliioa 
emo eMOOTSVO M69 OW aobsésmro tal anftansdoxs 
ew tl ,aesasdnsvbsetb bis astdivoefltith sav To 


soode ont to deom tuo qmate mao ow .e@tdd ob mso 


.phensd to dusaq ywreve ok dneqisy abustt 


josgqxs oso ew snob msed asa efcld medW 
goinim ovidsivooge nethbsensd ab seoisdmt bewsnet s 
to sottetodes: s dove .esiuinev Isitteubnt hrs 
versa? bis gutqgoleveb ot ist om biuow sornebl Ines 
‘ .vrtauoo two To yiireqeorq sat gant 

Io noLeaimmod agnedoxd boas eskiirvesd eT 
gost adit to sotton nest. asd aedsta betta sat 
estdinvose Isool ond sheciad Yo asets yasm mf derds 
Setonsdt? pre Vitentdosm edd adosl totsrtetaimbs 
tisi bas Ifvt to sivesem tedd mbetdo o¢ yslosqso 


aoriupet 0. Gs ond dotdw edost edt to sivaoLoatb 
[aT 


oals asd .0.8.8 onl -buext dtaeverq od + 


Nethercut & Young - 731 - 


Terente, Ontario 


1 has little choice but to accept what the promoters 
2 tell that Administrator about the venture. Senior 
3 officers of the S.E.C. have indicated to me that 

4 they have encountered very inadequate disclosure 

5 and gross exaggeration in many prospectuses 

6 accepted by provincial Securities Commissions. 

7 In the face of this evidence of the inefficacy. 

8 of Canada's securities regulation, the American 

9 authorities have been frced to take drastic 

10 steps to prevent the small American investor's 

11 Speculative money from coming to Canada. They hav 
12 created a restricted list of objectionable Canadia 
13 companies, numbering over 250 at the present time. 
14 The American Post Office issues postal fraud 

15 orders and denies enjoyment of the use of the 

16 American mails to many Canadians attempting to 

17 raise speculative capital in the United States. 

18 They employ a large black stamp reading 

19 "FRAUDULENT" in rejecting letters from their 

20 citizens to Canada and from our country to their 
21 eitizens.1I might add,gentlemen; that the recent 

22 report of the S.E.C. on the American Stock 

23 Exchange made some particular and farufrom kindly 
24 references to 104 Canadian issues listed upon that 
25 exchange and the description of those issues offere 
26 cold comfort to those who feel that we are 

27 successfully regulating securities in Canada 

28 in my respectful submission. Legal proceedings, 
29 in the form of nrosecution and injunction action, 


30 are also used extensively by the American 
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Terente, Ontaric 
authorities to discourage their small investors 
from investing in Canadian speculative issues. 
Investment in speculative securities which is 
injurious to Americans is obviously: equally injurious 
to small Canadian investors. However, the American 
public has; in the S.E.C., an effective protector, 
I would put this question before you gentlemen 
whether the citizens in many of our Canadian provinces 
have little or no effective protection. Lack of 
public confidence and of S.E.C. confidence in 
Speculative Canadian securities inevitably sabotages 
our national economy, since needed money is denied 
to good companies as well as to unscrupulous operators. 
It is ironic, I suggest, that at a time when 
so many Canadians complain that American big business 
is buying control of the Canadian economy our in- 
effective securities regulation is, I submit, directly 
responsible for driving away the potential investment 
of the small American investor, who never could or 
would attempt to assert control of any Canadian 
company by reason of his modest interest in it. 
Professor Peter Williamson, of the Harvard 
and Dartmouth Schools of Business, a Canadian and a 
noted legal scholar in the field of Canadian securities 
regulation, has summarized the weaknesses in Canadian 
securities regulation in a single sentence of his. 
recently published "Securities Regulation in Canada": 
"Tt becomes clear after only a brief study 
of the subject that Canadian securities 


rerculation is unnecessarily complicated, that 
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lack of uniformity is a read stumbling 

block to a grasp of the law on a national 

Scale, and that there are many deficiencies, 

both in substantive and procedural law." 

It is my respectful submission, gentlemen, 
that the legislatures, the judiciary and the general 
publie of many Canadian provinces fail to recognize 
the economic importance of malefaction in the securitie 


industry. Such legislatures and taxpayers over-emphasize 


economy in securities administrative tribunals, thereby 
denying to the provincial administrative teams the 
numbers and the quality of skilled personnel requisite 
to administer and enforce securities legislation 


effectively. ‘The monetary penalties provided in our 


er ee 


provincial acts are so modest as to constitute a 
"I4cence fee" for illegal activities which is negligibl 
when weighed against even such minor items of overhead 
as stenographic costs and postage. The maximum 

permissible terms of imprisonment are too small to | 
serve as serious deterrants, I submit, but it is well 
nigh impossible to offer this Royal Commission any 
evidence in support of this submission, since our 
judiciary in the various Canadian provinces do not 
apaear to consider branches of the Securities Acts 
as deserving of imprisonment. On the contrary prison 
terms are seldom imposed and the scale of fines is 
usually more appropriate to breaches of provincial 
statutes which do not profit the offender to the 
extent of thousands and even hundreds of thousands 


of dollars. Too, the judiciary in Canada are quick 
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to restrain securities administrators from conducting 


securities investigations. The issuance of interim 


injunctions without the Securities Commission 


concerned even being given a chance to be heard is 

not unusual. During the long months while the 
restraining proceedings are before the Courts, the 
securities operator consolidates his position and then 
leaves the province with all of the money raised to 
the date of intervention of» the Courts. Under.a 
federal Securities Act, I suggest, both the money 

and the body of the malefactor would continue to be 
Subject to the rule of securities law. In my personal 
experience as a Securities administrator one operator 
stopped a Sectrities Commission for sixteen months, 
through recourse to the civil Courts. During that 
sixteen months he launched a similar venture in 
another Canadian province, assisted with money raised 
in the first jurisdiction. By the time he lost all 

of his civil proceedings in the Supreme Court of 
Canada {he took the case all of the way) the promoter 
and most of the money had vanished. A nice touch 

was applied in his employment of the investors ' 

money to pay for all of his civil proceedings to 
vee the Securities Commission which the investing 
public was paying to protect them, 

The bigger stock operators, gentlemen, are 
very strongly financed and can command unlimited legal 
and accounting assistance and remedies, both in the 
planning stage of their operation and when under 


investigation or prosecution. Small Securities 
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Terente, Ontario 
Commissions lack the manpower and the money to cope 
with such operators, with the result that the most 
important offenders are sometimes above the rule of 
law. An amusing illustration of the contempt, open 
contempt I submit, in which some promoters hold 
provincial securities acts was a case tried in Toronto 
in 1962. As reported in the Toronto Daily Star, the 
promoter in question was fined the maximum of $2,000 
for failing to list his name as promoter on a prospectus. 
The promoter was personally in Florida, during his | 
trial and conviction, and his counsel, so informing: 
the trial Magistrate, is reported to have expressed 


any 


to Toronto on'"the worst day of the year". One wonders 


| 
his pleasure at not having to call his client back | 

| 
whether the $2,000 fine was as painful to that promoter 
as a $10 rush hour parking ticket is to the ordinary 
Toronto resident. 

Turning to another point, gentlemen, in 

support of my proposition that we have a very great 
need for a federal securities commission in substitution 
for provincial securities commissions I submit that 
ten securities commissions must inevitably differ in 
their administrative policies, philosophies and 
eee quite apart from the difference in the 
ten securities acts and ten sets of regulations. 
Obtaining financing across Canada is inevitably 
rendered extremely complicated by these differences. 
For example, the Province of Saskatchewan may not 
lawfully accept for filing a prospectus drawn in 


accordance with the legislation of British Columbia, 
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Terente, Ontarie 
1 A British Columbia Solicitor recently asked this 
2 commission to do so. However, when we requested a 
3 "key" to the British Columbia prospectus, in terms of 
4 the corresponding Saskatchewan legislation, he advised 
5 us that some of our requirements were not met at all 
6 by the British Columbia prospectus and enclosed a 
7 complete Saskatchewan prospectus instead of the expecte 
8 "key''.-- a very costly and inconvenient procedure 
9 for him, I should think. The loss of time and 
10 extra legal cost of filing in ten different provinces 
11 is highly prejudicial to successful financing of 
12 Canadian corporate ventures; Similarly, ten tax 
13 supported regulatory teams must perform the same 
14 protective furctions and scrutinies which one Federal 
15 commission could perform. Worse, in the discretionary 
16 aspects of administration corporations seeking to 
17 file prospectuses are inevitably confronted with the 
18 fact that individual administrators and individual 
19 provinces have differing economic philosophies and 
20 concepts. For example, the administrator of one 
21 Canadian province is exercising "absolute discretion" 
22 -- that is the language in his prospectus statute -- 
23 (imposed in him by his legislatwme in 1960) when he 
24 somsteert a prospectus. The administrator of an 
25 adjoining province must deliver written public reasons 
“ad for his every ruling restricting the right to trade 
27 | in securities, inclusive of refusing any prospectus, 
| although the legislation of these two provinces is 


29 essentially identical to that of the Ontario 


U | legislation, and was adopted from Ontario. The 
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Terente, Ontaric 
The Ontario legislation, however, neither grants 
absolute discretion to its administrator nore requires 
written reasons for refusal of a prospectus, with 
the result that in three provinces With highly 
Similar legislation you get that measure of variation: 
Absolute discretion, the duty to deliver written 
reasons for refusal, and a general discretion without 
a duty to deliver written reasons. Quite a problem, 
T suggest, it presents for equitable and even adminis- 
tration of justice. | 
I submit to you, sirs, that in Canada few | 
companies other than established, successful, dividend 
paying corporations can please ten "masters" and | 
successfully file their prospectuses in all Canadian | 
provinces. The differences in rules and philosophies 
render it hopeless. 
Professor Williamson (see page 46 of his 
"Securities Regulation in Canada") makes reference 
to mutual assistance among the provincial securities 
administrators in Canada and expresses the opinion 
that: ) 
"Tn the absence of any federal 
securities law this co-operation is especiall 
important and on the whole it seems to have 
worked fairly well ..." 
With respect, gentlemen, I must disagree with the 
learned Professor. A securities commission which is 
conducting an investigation has no legal power to 
examine books and records located in any other province; 


it has no legal power to require any person in another 
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Terente, Ontario 
province to submit to examination under oath; it 
has no legal power to subpoena the attendance of 
any witness needed in its Securities Act prosecutions 
(unless proceeding under the Criminal Code); it cannot 
require production of books and records or of any other 
exhibits needed for such trials. I submit that persona 
co-operation among administrators cannot serve as an 
effective substitute for such legal disabilities. 
Experience has shown that a Securities Commission is, 
in fact, almost completely impotent beyond its 
provincial boundary. Theoretically one Securities 
Commission may call upon another Commission for 
assistance. In practice, however, when an investigatio 
has progressed beyond its early stages the personnel 
of an assisting commission cannot be briefed in 
sufficient detail to enable them to stand in the 
Shoes of the Commission which launched the investiga- 
tion. Too, the assisting Commission frequently 
lacks the manpower and the experience requisite to 
lend effective assistance. It is hardly necessary 
to comment upon the effectiveness of co-operation 
on a personal footing in a situation where the governmen 
of the assisting province is "perfectly happy to 
permit re fraudulent operations to continue, 
in fact to™he point of being encouraged, as long as 
some political benefit is derived from a 'show' of 


" In a federal 


industrial expansion and activity... 
Securities Commission there would not be the problem 
of jurisdictional barriers. Further, the problem 


of human fallibility would not be multiplied tenfold. 
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Terente, Ontaric 
Modern communications, I submit, have placed the 
Securities malefactor in a most advantageous position, 
under our provincial system of securities regulation, 
in that he can readily locate the head office in one 
province, the corporate venture in another and the 
securities selling operations in one or more other 
provinces. The promoter thus renders his position 
almost unassailable, from the commencement of his 
operation. _In short, in 1962 our Canadian promoters 
are operating upon a national and even international 
basis, while the policing forces, our ten Securities 
Commissions, are limited to the narrow confines of 
their respective provinces, 

A particular problem in the realm of 
financing the general development of Canada to which 
I should like to direct your attention is in the 
realm of promotional profits. Perhaps I should 
have brought this out, gentlemen: You have probably 
perceived that at all stages I am dealing in the realm 
of the speculative securities industry; in that realm 
and that realm alone the securities commissions have 
their problems. In my view, we don't need to exist 
were we ‘only confronted with the Investment Dealers 
Association. I have never conducted an investigation 
of any investment dealer in 16 years, Were we 
confronted only with that type of dealer there would 
be no Canadian Securities Commissions. I am 
exclusively concerned with the°speculative field. 

Our various Canadian legislatures have 


fixed the maximum rate of commission, on the sale of 
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Jerento, Ontaric 
Shares, at from 15% to 25%. However, the ten 
Canadian Securities Commissions permit mark-ups 
in the sale price by an underwriter optionee, 
distributing as principal, ranging from 100% to any 
amount which a greedy broker can extract from his 
victim. In Saskatchewan the maximum permissible mark- 
up is 100%. Mr. Blakeney, the Chairman of the 
Saskatchewan Securities Commission prior to my term 
fixed that permissible mark-up. There is no lower 
mark-up in Canada, I think. When Saskatchewan raised 
the question of mark-ups at the 1959 Conference of 
Canadian Securities Administrators, there was no 
support for our suggestion that mark-ups in Canada 
are excessive and that 100% should be a uniform 


maximum. In one province the broker-dealers ' 


association controls the mark-up. That association 
has decreed that when one of its members buys and pays 
in full for an entire issue of shares to be offered 

to the public (or for his portion of an issue, when 
more than one dealer handles the primary distribution), 
he may sell the stock at any price which it will 
command. The result of this, of course, is that, 

in that province, a well financed broker-dealer may 
with impunity distribute a speculative issue at 
whatever the traffic will bear. He "makes " his own 
market (by the term "makes" I mean he is supporting 
and operating an artificial market) by advertising 
and by high pressure telephone solicitation of the 
investing public, supporting the market until it 


ceases to be profitable to do so. At that point he 
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Terente, Ontarie 


1 does what is known in the business as pulling the 
2 plug -- withdraws support, and this is true of listed 
3 as well as unlisted issues, and the issues in these 


4 cases can fall hundreds of per cent in little or 

5 no time. One issue that was listed on the Toronto 

6 Stock Exchange fell from $3.10 to 25 cents in 1955 

7 without a solitary transaction as it went on its way. 
8 The plug indeed had been pulled. In one promotion 

9 from that province the distributing broker-dealer 

10 purchased shares in the company at 10 cents and 

11 distributed it, largely to Americans, at 85 cents 

12 per share, a mark-up of 75 per cent. In that province 
13 the maximum commission on agency distributions of 

14 Shares is 25 per cent. Our Canadian promoters are 

15 | seldom altruistic I suggest. They are bound to make 
16 their offerings from a province where they are given 
17 carte blanche, once they have paid in full for all of 
18 the stock underwritten and optioned. Where $10,000 
19 out of each $850,000 invested by the public reaches 
20 the treasury of a company there is little or no hope 
21 for the corporate venture. In turn, the national 

22 economy is seriously sabotaged by such diversions of 


23 much needed capital. 


IT have previously touched upon objections 
of the American Securities and Exchange Commission 
to Canadian speculative securities. Perhaps one or 
two of the illustrations I offered you are some 
indication of why they do not like our speculative 


issues. May I now touch upon co-operation between 


the two nations in administration and enforcement. 
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Toronto, Ontario 

The S.E.C. and: the various provincial 
Securities Commissions cannot hope to develop 
disclosure requirements which can be applied on a 
fairly uniform basis, since this involves developing 
a Substantial measure of unanimity among eleven 
jurisdictions, I can only leave it to your imagination 
to, conceive how you can have unanimity between the 
mark-ups -of 100 percent and several hundrel per cent, 
I,do not, think there would be much disclosure where 
the mark-ups ran to many hundred levels. This weakness 
in the provincial securities regulatory system is 
Significant to the S.E.Cs by reason that their investor 
are particularly unsophisticated in respect of mining 
ventures, making disclosure acceptable by S.E.C. 
standards indispensable. A federal Canadian Securities 
Commission could successfully work with the S.E.C. 
towards establishing disclosure requirements which coul 
then be applied on a fairly uniform basis. This, 
in turn, could be expected to eliminate the strong 
measures which are taken by American authorities 
to prevent their small investors from financing 
Cangaian speculative issues. 

Leaving the need for a Federal Securities 
Commission in Canada, may I next turn, gentlemen, 
to a completely different problem confronting Canada 
in the realm of finance. This problem has to do 
with the distribution of mutual fund securities to 
the public. Trading in mutual funds has now reached 
very important proportions and has undoubtedly caught 


the attention of persons who have always confined 
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Terente, Ontaric 
1 their attentions to stock fraud in the realm of 
2 speculative securities. With the recent entry into 
3 the mutual fund industry of these irresponsible 
4 and unscrupulous persons new dangers have arisen and, 
> in my submission, the various provincial Securities 
6 Commissions will have grave difficulties in protecting 
7 the investing public. I believe that there are three 
8 major risks resulting from the entry of these new perso 
9 into a hitherto conservative securities trading field. 
10 The first, and simplest,danger which I foresee is 
a absconding with the public's money under administration 
12 by mutual funds controlled by such individuals. W 
13 saw some serious problems in life insurance in Texas 
14 in the last decade. Absconding would certainly present 
iS a new and serious one in the ones which are administer- 
16 ed by mutual funds with these new individuals entering 
17 the field, being somewhat different from the people 
18 who have been in mutual funds in Canada for many 
LD years. The second, and far greater, danger is that 
20 persons in control of mutual funds will cause the 
21 money to be invested in securities of companies 
22 controlled and even wholly owned, directly or 
23 indirectly, by themselves. The third danger, ithe » 


mutual funds becoming so appealing to the public, is 
that honest but inexperienced newcomers to the mutual 
fund field will dissipate the public's money through 
bona fide but unskilled management. 

As one step in the direction of coping 


with the new mutual fund problem, at the 1961 


Conference of Canadian Securities Administrators, in 
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Toronto, Ontaric 
1 Regina, the Attorney General for Saskatchewan and I 
2 instigated the organization of a Mutual Funds 
3 Association. May I ask leave at this time to file, 
4 as a part of my presentation today, a copy of my 
5 address to mutual fund leaders in December of 19612 
6 at Toronto. I respectfully ask that it be deemed 
7 to have been read into the record at this time. 
8 "Remarks to Representatives of Leading 
Mutual Fund Companies at Meeting to 
9 Consider Organization of Self-governing 
and Self-disciplining Association of 
10 such Companies - December 4th, 1961. 
11 Gentlemen, Mr. Peterson of the Investors! 
12 Growth Fund has been so kind as to invite me to 
13 continue my self-appointed task of stimulating 
14 the organization of a self-governing and self- 
15 disciplining association of mutual fund companies. 
16 I-have eagerly accepted this invitation, gentlemen 
17 for reasons which Ishall outline shortly. Before 
18 I say one word, however, let me make it clear that. 
I am addredsing you as one administrator, the 
Saskatchewan Securities Commission's Chairman, 


and I speak only for our Commission and for our 
Attorney General, who has expressly authorized 


me to place our views and recommendations before 


you, for consideration. 

First, gentlemen, may I touch upon the 
course of events which have resulted in this 
organizational meeting. AS some of those present 
will recall, at the 1959 Conference of Canadian 


Securities Administrators, held at Calgary, a 


brief was presented to the administrators by some 
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Terente, Ontaric 
1 mutual fund representatives. On that occasion 
2 the Saskatchewan Securities Commission took the 
3 Stand that trading in securities issued by 
4 mutual fund companies did not constitute any 
5 serious hazard to the investing public of Canada 
6 and we declared ourselves much less interested 
7 in perfection of the good, the very good and the 
8 excellent than in dealing with the outrageous 
9 stock frauds then being perpetrated tnothearealm 
10 of trading in speculative securities. Both 
11 before and after 1959 the Saskatchewan Commission 
12 continued to direct its attention to trading 
13 in securities other than trading in securities 
14 issued by mutual fund companies. In 1961, 
15 however, a very important and dangerous change 


in what we regarded as a comfortable state of 
affairs came to our notice,in SaSkatchewan. In 
a moment or two I shall also, with your permission 
inform you upon that discovery. 

By chance, 1961 was Saskatchewan's turn 
for acting as host for the annual conference 
of Canadian Administrators. About three weeks 
before the meeting, which was held at Regina 
upon Oct. 26th and 27th, I approached the 
Attorney General for Saskatchewan, outlined 
the alarming new development in your part of 
the securities industry and requested permission 
to promote the organization of a self-governing 
and self-disciplining association of mutual 


fund companies. He gave me that permission 
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and I made the modest start of contacting 

the Regina representatives of mutual fund 
companies doing business in Saskatchewan and 
actually having an office in Regina. I might 
just point out that I felt that with nineteen 
funds registered in Saskatchewan alone the 
only, practical start, in my opinion, was to 
limit my initial effort to encourage the 
organization of an association to the very 
few funds with offices in Regina, where the 


Administrators! Conference was to be hela. 


To these I added one fund leader whom I knew 
personally and one who was to be in Regina on 
other business. I might say that this was 
not a project of any securities administrator 
except myself, backed by my Minister, and 


I did not inform any other administrator 


of my intention to promote organization of an 
association, since my activity was not connected 
in any way whatsoever with the Administrators ' 
Conference, although mutual fund matters 

occupied a large part of our agenda, for 

1961, as it happened. At an informal break- 

fast meeting with the tiny group of fund | 


Leaders who were in Regina at my personal 


suggestion I outlined briefly my reasons for. 


26 

07 promoting an-organization,. I understand. that 

0 | they then discussed some of .your preblems, quite 
29 | 


jaformally, and decided that, a large, seale | 
meeting to consider the possibility of and 
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1| need for forming an association should be 

2 called, at Toronto. 

3 The only other point of possible interest 

4 in the history of your being here is that that 

5 Little group of mutual fund people decided to | 
6| ask some of the securities administrators other 

: than Cameron what they thought about the whole: | 
8 notion of organizing an association. As you 

9 have heard or soon will hear, seven adminis- | 
10 trators available to consider the question | 
rr (representing Ontario, Quebec, British 

12 Columbia, Alberta, Manitoba, Nova Scotia and 

ts Saskatchewan) unanimously supported the idea of | 
14 your meeting to consider whether organization 
15 of a self-disciplinary association it not 

16 urgently needed. 

17 In summation, then, as to the background 

18 of this meeting, I think that it may fairly 

19 be said not to have any background - Cameron 

20 pushed the “panic botton" because I don't 

1 want to see the investing public of 


Saskatchewan and the investing public of 


Canada injured and the mutual fund industry 
destroyed by one or more debacles of the sort 
which ruined so many little people and almost 
destroyed the life insurance industry in: Texas, 
in the fifties. I think that I successfully 
demonstrated that there is a real danger of 
debacles in your industry to our Attorney 


General; I think that I managed to give the 
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Terente, Ontario 
1 tiny group of mutual fund representatives 
2 whom I managed to gather at Regina some 
3 food for thought; may I now see whether I 
4 can demonstrate to you that the need for 
= organization by you of a self-disciplining 
6 association outweighs all drawbacks, problems 
7 and costs and that, indeed, it may be a question 
8 of self-preservation, in addition to preserving 
9 the investing public and their obvious 
10 confidence in you. 
1 Gentlemen, the Saskatchewan Securities 
12 Commission has received convincing evidence 
" that persons with a known history of 
14 participation in some of the worst swindles 
15 in the history of the speculative securities 
16 industry in Canada woes now turned to promoting 
17 mutual funds. Your industry, as you know better 
18 than any securities administrator, has won the 
19 investing public's confidence. The stock 
20 racketeers know a "good thing" and your 
m1 industry, gentlemen, is a good thing in 1961. 
22 While you have to make your livelihood out of 


a 7%, 3% or 9% gross take, less expenses, they 
will have no such struggle. On their past 
record, if one of their funds takes in 
$10,000,000 in the next five years, their net 
will be about $9,000,000, the rest having gone 
for advertising, operation expenses (which 
ineludes bribery of public officials and anyone 


else who might spoil their operation), ete., 
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Terente, Ontaric 
ete. If the same fund grosses $50,000,000, 
the net take will be $47,000,000, for the 
overhead ratio drops sharply after the first 
few millions are collected. The racketeers 
have several such funds already of which we 
know and more will appear soon, you may be 
Sure. When a particular group of stock 
racketeers was operating in the speculative 
field, exclusively, one of their senior 
employees told me that they were then planning 
(that was in 1956) their 1959 and 1960 promotions. 
Gentlemen, they are bank-rolled with millions 
and they operate with all of the vision and 


professional skill of the late German General 


Staff. You will find them a major threat to 
your part of the securities industry even if 
you organize...... divided you will be merely 
spectators at the grisly feast which they. will 
hold upon the investing public. Present 
indications, gentlemen, are that they may 
spend up to five years or longer laying the 
eround-work. In that period of time the 
racketeers' funds could be five to a dozen 
in number and by then they should be 
administering many millions -- you are better 
able to judge than I how many mt Yittons or even 
tens of millions they will then control. At 
that point my expectation is that they will 
invest all of the money, and that is abusing 


the word invest, in their own dummy companies 
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and will net every dollar not previously 

Spent on overhead. That is your new competition, 
gentlemen, and you, not they, will be around 

to attempt to make a livelihood in the mutual 
fund business when they are shearing new Sheep 
in other pastures, which will be much greener 


than yours from that date forward, T suggest. 


So much for your competition, gentlemen, 
if you don't organize an association capable 
of dealing with them. Now may I turn from 
looking at your basic new problem to what can 
be done about it, in some detail. 

I have two concrete suggestions, which 
I offer as regards the manner of organizing 
such an association: 

BP If you decide to organize a self-disciplinin 
and self-governing association, I urge you to 
study the Investment Dealers’ Association. 

In my opinion there would be no Securities 


Acts or administrators if cevery self-disciplinin 


and self-governing securities group matched them 
in preserving order and justice in their part 

of the securities industry. 

2s I urge you to have your association created 
by a public Act of the Parliament of Canada. 

If you study the Broker-Dealers'! Act of 

Ontario and the regulations under it (without 
troubling to look at that association) -- it 

is a public Act -- you will see how you can 


acquire punitive powers which will enable you 
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to clean up your part of the securities 
industry before these johnny-come-latelies 
destroy it and tens of thousands of Canadian 
investors, Unless you have the force and 
power of Taw} and the teeth that only a 
Legislature can lend to you, I am doubtful 


that you can form an effective association. 


The Broker-Dealers Act of Ontario is an Act 


of a provincial legislature but theifr members 


operate only in one province. 


As many of you must know, the Investment Dealers 


t 


Association is recognized in the Securities Acts 


of Ontario, Alberta and Saskatchewan. For | 


practical purposes it is impossible for anyone 


to be an investment dealer if he is not: good 
enough to earn membership in their association. 
The attepnepy General for Saskatchewan has 
authorized me to assure you that if you can 
form an effective association you may expect him 
to recommend to the Government of Saskatchewan 
the enactment of similar legislation whereby no 
company can be a mutual fund company selling 
4¢s securities in Saskatchewan unless it is 
good enough to obtain admission to and well en 
enough behaved to be allowed to remain in your 
proposed association. 

However, my Minister has also authorized 
me to warn you that if you responsible and 
honest mutual fund representatives will not 


or cannot form an association with big enough 
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legal teeth to meet your new problem, we “i: 


to keep them honest and just? Gentlemen, it 


ai _ in Saskatchewan will not abandon our people | 
| to the fate which is so obviously confronting | 
A the victims of the stock racketeers now enter- | 
s| ing your field. We will; if necessary, | 
a recommend to the Government of Saskatchewan 

i enactment of legislation designed to control 

al trading in: mutual fundssecurities, the very 

9 securities which two years ago I officially 

10 declared our Commission not interested in. 
i Saskatchewan was one of the first Canadian | 
a provinces -to enact blue sky law, a Securities 

3 Fraud Prevention Act -=- if we have to be the siete 
14 to enact mutual fund law, so be it. Every wis 
15 has a securities Act in 1961 =- I wonder how oan) 
16 will lack special mutual fund legislation in | 
7 1971 if you people shirk your share of the | 
18 responsibility to protect the investing public | 
19 | from mutual fund swindles, gentlemen? | 
10 | We all know that general legisiation affects 
és good companies as well as bad ones == honest | 
22 men as well as malefactors. Is it better for 

23 you who are honest and have proven yourselves 

24 in your part of the securities industry to run 
25 it properly, or:will it be for legislators and 

6 securities administrators to try to solve your 

27 problems, however oppressive new legislation 

28 might prove to people who have demonstrated 

29 that they don't need securities administrators 

| 
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1 took from 1910 to 1947 to develop good 
2 securities legislation -~ that is the present 
3 Ontario Act; which has since been adopted by 
4 Alberta and Saskatchewan. Can you sustain 
5 four decades of painful legislation trial and 
6 error, in addition to some of the largest and 
7 most publicized securities frauds in Canadian 

| history, or would imitating the Investment | 
9 Dealers and running your own disciplinary show, 
cat supported actively by and actively supporting | 
i the securities administrators of Canada, not be 
12 preferable? 
13 I put it to you that this may prove to be 
14 the choice you will be making on December 4th, 
15 1961, whether you will it or not and whether si) 
16 recognize it or not. | 
«| Speaking for Saskatchewan exclusively, of 
13 course, if you decide to organize and can produce 
19 an effective organization, there are no proper 
20 limits to which we will not go to support you. 
1 That is also true of helping you organize, of 
22 course, if we can and if you request our help. 
23 If you do not form an association then we shall 
4 have to cope with the problem as best we can 
25 and we shall turn to the best among you for as 
26 | much guidance and help as you ean and will 
rt lend us. However, our preventive measures 
28 will almost inevitably hurt you, since we 
29 cannot legislate for the few, whereas a self- 


30 disciplining organization can truly cope with 
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1 malefactors without there being new law 

D applicable to everyone. 

3 Thank you for your patience and courteous 

4 attention. If you have any questions which 

5 you would like to put to me, I shall be glad 

% to answer them if I can." 

- In that address, gentlemen, I outlined the mutual 

: fund problem, as our Attorney General and I perceive 

9 it; in detail and I do not think that I can usefully 
10 elaborate it today. I might remark that of all 

rl threats to the investing public in Canada today, 

12 there is none which I consider to be so great and 

13 none which I consider more difficult to meet, since 

14 it is extremely difficult to legislate or to administer 
m with a view to preventing absconding, mala fide 

16 investing and bona fide but incompetent investing of 
7 mutual funds under administration. It is the type 
18 of problem where it is extremely difficult to "lock 

19 the stable before the horse is stolen". since evidenc 
20 of that which has not yet happened is unavailable. 


Then this problem of the mutual funds once irresponsible 


people enter the field, and it appears to Saskatchewa 
people that some very new types have entered it. | 

In the view of the Saskatchewan Securities 
Commission, the mutual fund industry has rendered 
great service to the people of Canada in the develop- 
ment of our country. We think that the mutual fund 
industry is deserving of protection from the elements 
which now threaten both that industry and the 


investing public, who have had such justifiable 
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1 confidence in mutual funds. 
9 May I next turn, gentlemen, to yet. another 
3 new problem confronting Canada in the realm of 
4 finance. There is only one aspect that I wish to 
5 touch on... This problem has to do with trust ey | 
6 A Canadian trust company is at the present time being 
: prosecuted under the Securities Act, in the Courts 
8 of Saskatchewan, by the Attorney General's Depart- 
9 ment. Iam, of course, precluded from offering any 
10 comments at this time.. May I, however, respectfully 
“1 Suggest to this Royal Commission that an order for 
12 a copy of the transcript of the trial evidence. -- 
B which is slated probably for late March or April; 
14 it has not yet been finally set -- be placed with 
15 the Department of the Attorney General for the 
16 Province of Saskatchewan. I. believe that you will 
7 find the evidence very illuminating. 
18 May I now touch very briefly upon 
19 miscellaneous problems in securities regulation. 
a (a) The Saskatchewan Commission has 
1 observed that persons who could not hope to 
2 operate within the framework of securities 
23 legislation are increasingly prone to select 
nA exemptions under which to operate. These persons 
a plan their securities trading operations with 
2% a view to avoidance of the legal jurisdiction 
27 of the Securities Commission or Commissions 
28 in whose geographical jurisdictions they propose 
29 to distribute securities. No reasonable person 


can doubt the desirability and importance of 
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the numerous exemptions provided in the 
various securities acts in Canada. Some 


legislatures have empowered their securities 


administrators to deny enjoyment of the 
exemptions to persons guilty of conduct which 
would warrant denial of registration to trade in 


securities. I raise the question of whether the 


time may not be coming when it will be necessar 
to make enjoyment of the exemptions permissive, 
in the first instance, that is to say, before 
such a person's first exempt stock selling 
operation has grievously injured the investing 
public. 


(bo) The question has been raised as to 


whether the brokerage industry should be 
separated from the underwriting business. In 
the view of the Saskatchewan Securities 
Commission there is no need to separate honest 
and responsible brokers from the underwriting 


business. Irresponsible and dishonest brokers 


could be expected merely to join forces with 
like underwriters or to create nominee under- 
writers, were any such separation requisite. 
However, it does appear to thé Saskatchewan 
Securities Commission that power to license 
hide PTOGtACep Honeee and Rome CRE: could © 
be of assistance in excluding irresponsible 
persons from the securities industry. I think 
that Ontario has made the first step in that 


direction. We find considerable merit in 
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requiring such licensing but can perceive 


2 little reason for separating the brokerage 

3 industry from the underwriting business. 

4 Another matter that Mr. Hampson suggested 

5 that I touch upon is:(:) 

é (c) Distribution to the Canadian investing 

7 public of second mortgages appears to be a 

3 growing problem. This activity is not presently 

9 Within the jurisdiction of any provincial 

10 Securities Commission, so far as I am aware. 
ul: | Possibly a requirement for registration of such 


distributors would benefit the investing public 
of Canada. Possibly Securities Commissions! 


machinery is peculiarly suited to licensing of 


distributors of second mortgages, should such 
licensing be deemed necessary, in Canada. The 
Saskatchewan Securities Commission has for 
several years been charged with the responsibility 
of registering persons who lease oil and gas 
rights in land. This function, while somewhat 


removed from regulation of trading in securities, 


presents no problem for a Securities Commission, 
which has suitable machinery for the purpose. 
The last matter to which I should like to 
make reference in this presentation is the special 
exemption contained in many of our provincial 
Securities Acts exempting stock exchange primary 
distributions from the prospectus provisions of 


those Securities Acts. 


It appears that the theory of this 
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exemption is that our stock exchanges have a 
sufficient sense of public responsibility and duty 
to permit of their being substituted for Securities 
Commissions in determining a proper basis upon 
which issues may be sold to the investing public 

of Canada in order to finance the treasuries of the 


companies in question. Interesting to relate, our 


legislatures here imposed prospectus requirements 
upon unlisted issues covering up to five and six 
pages of our Securities Acts. By contrast, not only 
are listed issues freed of Securities Commission 
controls but no legal standards for lising of primary 
aistribution issues are imposed upon t he stock 
exchanges corresponding to the legal standards 

for prospectuses imposed upon the Securities 
@mmissions of Canada. A prospectus need not be 
delivered to the purchaser of a listed stock. 

I emphasize the fact I am dealing with primary 
distribution through stock exchanges. Secondary 
distribution provides no problem that I can 
perceive. In my submission, gentlemen, listed 
issues should not be differentiated from unlisted 
issues, by reason that our Canadim stock exchanges 
are not living up to the responsibilities and duties 
impliedly imposed upon them by this special type 

of exemetion for listed issues. May I offer a 
recent illustration in support of my submission. 
That our stock exchanges are living up to their 
responsibilities, if they have any, it seems hard 


to think at the present time. 
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1 At the present time an issue of securities 
2 is being distributed to the investing public of Canad 
3 which was listed on one of our large Canadian stock 
4 exchanges within the last six months. Every share 
5 of the stock listed, a matter of many hundreds of 
6 thousands of shares, was privately owned at the time 
: of listing. The treasury of the company concerned 
8 will never receive one cent from this primary 
9 distribution. The issue is being offered to the 
10 investing public of Canada for a figure likely to ex- 
i ceed $10,000,@0, although the treasury has received, 
to at the outside, not more than $2,200,000. The | 
13 company's own auditor's figures read about $1,600,000, 
14 not $2,200,000 in the treasury. There is ample 
15 evidence that almost every share of the stock 


listed belonged to the promoters, at the time of 


investing public to provide the required number of 


| 
| 
listing, just enough stock having been sold to the 
shareholders for purposes of listing. 


That, gentlemen, I think is an interesting 


illustration of the need for some greater measure 
of legislative control of stock exchanges. The 
American Government has a far higher measure of 


legislative control. That is brought out by 


I cannot but wonder when I notice such issues as . 
this one -- and the company's solicitor gave me 
these facts -- I cannot but wonder whether our 
stock exchanges are effectively protecting the 


public and there is no legislation whatsoever. 


Williamson in Securities Regulations in Canada. 
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It is totally exempted from the Securities Acts. 
In my respectful submission, as long as 
our Canadian stock exchanges are prepared to pave 
the way for promoters seeking to unload their 
privately owned shares upon the investing public 
at’ a mark-up of four to five hundred per cent, and 
higher, so long will our stock exchanges continue 
unfit to enjoy the special exemption applicable to 


listed issues. The development of all of our Canadian 


provinces, including provinces which have no stock 
exchanges, such as Saskatchewan, is seriously 

prejudiced by the fact that primary distribution of 
outrageous listed issues are blotting up investment 


capital which is urgently needed for the development 


of Canada. Whether perhaps $15 million to $2 million 
of $10 million will see the treasury, the injury to 
Canada which is occasioned by such primary distribu- 
tion as the one which I have just described is 
aggravated by the fact that the investing public 

of Canada are not widely aware of the fact that 


primary distributions of speculative issues are 


being effected through our Canadian stock exchanges . 
That is true also of most of the American stock 
exchanges. The common belief is that our stock 
exchanges are exclusively secondary distribution 
markets. 

I wonder if any person who bought stock 
in the company I referred to knows that he bought 
privately-owned stock and about one-fifth of the 


amount of money the public may be expected to put 
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in after that -- after they drive the stock up, 

as the promoters can, it may prove to be in the 
neighbourhood of one-tenth and not one-fifth of 

the public’s investment will never see the treasury 
in that instance, Our people have a great respect 
for our Canadian stock exchanges and should be 
protected, I submit, from the type of stock operation 
which is being conducted with impunity under the 
Special exemption for listed issues. 

It seems hardly necessary to point out 
the danger of a conflict. of interests in allowing 
stock exchanges to decide upon the suitability for 
primary distribution to the investing public of 


Canada of securities which provide a lucrative 


livelihood for the members of those exchanges. 
Rather interesting in the issue to which 
I made reference there was a very large underwriting. 
Taken immediately there are indications that brokerag 
houses and stock exchange houses right across Canada 
were allowed to secure that underwriting which was 
a stock which jumped 370 per cent 73 days later 
without a change in the corporate venture position. 
In summation, upon the matter of primary 
distributions through the facilities of our Canadian 
stock exchanges without governmental control of 
any description, I might point out that the two 
largest and the two most outrageous stock promotions 
which I have investigated were primary distributions 
effected upon two of our three largest Canadian 


stock exchanges. I have had the odd experience 
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of finding a proposed primary distribution entirely 
unacceptable under the applicable provincial 
securities legislation, only to see it immediately 
thereafter commence primary distribution, as a listed 
issue, through one of our Canadian stock exchanges 
with the immense aura of respectability these issues 
tend to have. 

Those, gentlemen, are all the points on 


Which I wish to touch. I respectfully suggest that 


with some of those that are not directly related 
to provincial versus federal securities commissions 
that a federal securities commission might be better 
capable of dealing with all of the problems because | 
of the unanimity of operation. 
Thank you very much for your courtesy. 
THE CHAIRMAN: Well, thank you for the 
brief, Mr. Cameron. We have no questions to put. 
The brief will be filed and will be considered. 
MR. CAMERON: Thank you, Mr. Chairman. 
HON, MR. BLAKENEY: Mr. Chairman, just 


before you conclude I wonder if I might make one 


correction, I inadvertantly misled the Commission 
on a small point and this has to do with farm 
credit and whether $200 million was the amount 
needed annually to finance the rationalization of 
the farming industry. I am advised that the $200 
million was the gross amount required to rationalize 
the farm industry as per five years ago and that 
additional amounts would be required over the years 


from farm members from time to time but it is 
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unlikely that it would be of the order of $200 
million per annum, 
THE CHAIRMAN: The Commission has now 
concluded its hearings in Regina and will adjourn 
until April 9, and at 9.15 in the morning we shall 


commence our hearings in Winnipeg, Manitoba. 


Wait Adjournment. 
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PREFACE 


A Summary of the Brief Submitted by the 


Government of Saskatchewan 


The institutions through which a nation's savings are mobilized 
and allocated to the various sectors of the economy are among the most 


important in our society. If the economy is to grow at an adequate and | 


stable rate capital funds must be allocated s0 as to permit economic activity 
in the appropriate sectors The Government of Saskatchewan is interested in 
the flow of ‘funds for three reasons: 
i- Provincial and local government responsibilities are such 
that they must sometimes be financed by borrowing, 
2a We are concerned that the private and co-operative sectors 
of the Saskatchewan economy obtain sufficient funds to main- 
tain their activities and to expand them. 


34 We are aware of the part that governments can play in pro- 


moting economic growth and stability, and we recognize that 
the availability and allocation of capital are important to 
the achievement of this goal. 

Our Government does not consider itself simply as an "enterprise"; 
we are aware of the impact of our activities on the Saskatchewan and the 
Canadian economy, and of the impact of other sectors on our Province and 
on the economy as a whole Saskatchewan is therefore concerned with the 
functioning of the capital markets, not alone asa borrower, but as one of 


the governments which have an influence on economic growth and stability. 


Provincial and Local Governments as Borrowers 


The responsibilities of provincial and local governments have 
been growing at an increasing rate, Sufficient funds must be allocated to 


them in order that they might discharge these responsibilities, Govern- 
ments should of course meet a large part of their expenditureg by taxation, 
If an adequate level of service is to be provided across the nation it 
follows that the tax potential of the provinces must be equalized, Eich: 


province may then set its own tax rates to provide the level of service 


it desires, 
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Even if taxation is used to the appropriate extent there are 
still occasions when governments must borrow, They borrow. to finance under- 
takings the returns from which are sufficient to meet interest and amor- 
tization costs, They borrow to meet "capital humps", since it is not feasible 
to vary tax rates for this purpose, They should be prepared to borrow in 
times of economic recession to finance counter-~cyclical deficits, By .co- 
ordinating our activities with those of other governments we can help to 
stabilize the economy, but this will be possible only if we can obtain the 
necessary funds. 

The Government cf Saskatchewan and its local governments have 
experienced some difficulty in obtaining funds to discharge these respon- 
sibilities: 

Le Investment policies of financial institutions are such that 
there appears to be an implicit limit on their holdings of 
provincial and local government securities, 

2h There seems to be a time-lag between improvements in the 
Saskatchewan economy and in the Province's financial 
position, and improvements in our credit rating. 

Bi Financial institutions seem to be more familiar with the 
"credits'' of central Canada than they are with those in 
Saskatchewan, Local governments have experienced particular 
problems: many investment dealers have failed to display 
an interest in their bonds. For this reason the Province 
has felt obliged to provide a substantial amount of capital 
to its local governments, 

Recommendations, We recommend the following improvements in 

the capital markets to assist in overcoming these problems: 

Ly Statistical data should be improved: financial institutions 
should be required to publish their holdings of securities, 
and public finance statistics should further be improved. 

Daa The development of specialized investment dealers to handle 


the debenture issues of smaller borrowers would be helpful, 
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3 Nethods should be found to increase the allocation of funds 
to junior povernments by investors. Portfolio regulation 
or tax incentives could be considered. 

We further recommend that the. Government of Canada should increas 
the amount of funds it makes available for social capital and economic 
development projects, thus removing from the capital markets some of the 
provincial and local government borrowing. In particular, we suggest; 

4, Continuing social capital and economic development grants 
and/or loans to finance those projects which are judged to 
be in the interests of the nation as a whole. This assis- 
tance would enable the provinces to finance projects the 


economic benefits of which are felt beyond their borders, 


e 


Such a programme would represent an extension and a ration- 
alization of existing grants and loans for housing, technica 
and vocational schools, hospitals, and regional deve lopment 
projects, 

5h. These grants should be adjusted during the business cycle 


so that their effect would be counter-cyclical (see below). 


Private Borrowers in Saskatchewan 


Though our most direct concern is with the public sector of our 
economy we are keenly aware of the need for growth in all sectors. In 
particular, we are mindful of the capital needs of Saskatchewan borrowers, 
both private and co-operative. We suggest that there exist in the capital 
markets imperfections which work against the efforts of these borrowers to 
meet their capital needs, Private businesses in Saskatchewan encounter 
the following specific problems: 

Le The security issues of small and medium-sized firms are 

often too small for large investment dealers to handle. 
There are few investment dealers who specialize in market- 
ing small security issues, 

Die Many investors seem unaware of developments in the Saskat- 

chewan economy and seem not to investigate adequately the 


opportunities here, 
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A restrictive monetary policy affects the smaller firm 
first and most directly. 
Recommendations, To overcome these problems we recommend: 
The development of specialized investment dealers to market 
small and medium-sized security issues. 
A private or quasi-public investment corporation which 
would buy the securities of small firms and sell its ow 
securities as a method of obtaining funds. When the indus- 
tries whose securities were held by such an investment 
corporation had proven to be successful the corporation 
could market their securities, 
The co-ordination of the activities of the Industrial 
Development Bank and provincial development funds. 
The contribution of more loan capital by the Federal Govern-~ 
ment, and at lower interest rates, in regions most in need 
of industrial development. 
ye The introduction by the Federal Government of tax incen- 
tives to encourage the establishment of industry in these 
regions 
Co-operatives have attempted to meet their own capital require- 
nts, with occasional government assistance to stimulate the development 
co-operative financing. 
We recommend that the Federal Government should consider assis- 
ting co-operative financial institutions and in particular it, 
and perhaps the provinces, should make capital available to the 
Canadian Co-operative Credit Society to assist the Society in 
making loans to its member co-operatives. 
Farm borrowers, too, face real difficulty in meeting their 
ital needs, The main reasons are: 
i The very large outlays required to establish an economic 
farm unit. 
Ze The inability of many farmers to provide the collateral 


security required. 
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3 The Limit on the amounts which can be borrowed under the 
Farm Improvement Loan Act. 

4. Fixed repayment terms which are not subject to variation as 
crop yields fluctuate. 

Recommendations, We recommend that: 

L, Less reliance should be placed upon collateral security 
for loans, and more upon the character of the borrower and 
upon adequate supervision of loans. This is particularly 
so with respect to Farm Credit Corporation loans and the 
bank loans guaranteed under the F,I.L.A, 

Ze More flexible repayment schedules should be provided, 
enabling deferred payments in poor crop years. In addition, 
more extensive use should be made of the crop share plan. 

3 The limit on loans under the F.1I.L.A. should be raised to 
correspond more closely with the higher capital requirements 
of modern farms. 

4, The Federal Government should guarantee credit union loans 
to farmers on approximately the same terms as the guarantee 


under the F.I.L.A, 


Government Financial Operations and the Economy 


The Government of Saskatchewan, in company with other governments, 
is able to exert a significant influence on the direction of economic 
activity, We believe that in recent years fiscal policy in Canada has been 
less effective than it might have been. The provinces have not participated 
to the extent that they could, and federal fiscal policies seem not to have 
been adequately planned, and sometimes to have been poorly timed. The co- 
ordination of the financial operations of all levels of government could do 
much to achieve more stable economic growth, This in itself would contribute 
greatly to the solution of many of the financial problems of junior povern- 
ments, 

Provincial governments are reluctant to embark upon counter- 


cyclical deficit financing since they realize that the resulting economic 
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benefits frequently are felt beyond their borders. With federal leadership 


and assistance this difficulty would be overcome. 


Recommendations, To facilitate national economic planning we 
propose: 
ns A permanent committee of ministers of finance and provincial 


treasurers which would meet toward the end of each year to 
discuss the economic out look, and to consider desirable 
budgetary policies, 

The contribution by the Federal Government of funds to 
provincial governments to enable them to embark upon err 
riate counter~-cyclical policies, These grants would f inance 
expenditures in an area of the economy where capital structure 
is chronically deficient, namely social capital. 

The acceleration in times of recession of a federal-provin- 
cial economic development programme which would have as its 


primary purpose the stimulation of long-run economic growth, 


Financial Institutions and the Capital Markets 


We as a government have not presumed to catalogue the rigidities 


and imperfections of the capital markets. There are, however, selected 


aspects upon which we do comment: 


Ne 


The increasing concentration of financial institutions lends 
emphasis to the need for an examination of the conventions 
of and perhaps the rigidities in their investment decisions, 
Governments have sought in the past to influence these 
decisions; some further direction to these influences may 

be found to be warranted. 

The growth of public interest in pension plans and the 
unique contributions which governments can make in this 
field suggest that an integrated government pension plan is 
desirable, 

Because monetary policy is one of the important instruments 


of economic planning we suggest that the Bank of Canada Act 
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should make clear that the central bank is an arm of 
4 federal economic policy. We further suggest that the Bank 
5 be empowered to employ selective credit controls in addition 
to the general credit policies for which it is responsible, 
4. We recommend that financial institutions making personal 
loans be required to disclose the effective rate of interest 
8 being charged. 
9 ae We propose that federal leadership should be required for 


the development of uniform and effective legislation govern- 


ing new security issues. 
We express the hope that as a result of this Commission's 
12 work adequate data will in the future be available in 


respect of the capital markets and the flow of funds. 
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ANTRODUCTION 
iy The Government of the Province of Saskatchewan welcomes the 


Opportunity to appear before this Royal Commission and to present its 
views on the subject of banking and finance. We are conscious of the 
great importance of the matters which the Commission has been asked to 
examine and we regard your appointment to this task as an event of great 
importance to the future welfare of Canada. 

De: The appointment of the Commission must, indeed, be regarded as 
an event without precedent in the financial history of Canada, Without 
wishing to depreciate in any way the important work of the Macmillan 
Commission of 1933 or the various investigations of banking and finance 

by the Standing Committees on Banking and Commerce of the House of Commons 
and the Senate, we feel that it may be fairly said that no previous inquiry 
into these matters has been cast in as broad and comprehensive terms as 
that undertaken by this Commission, Nor, we may say, has there ever before 
been such a widespread feeling in Canada that the operations of our 
financial institutions require a study that is broadly conceived and 
carefully executed. Along with many other Canadians we look to this 
Commission for a report on our financial system which will stand as a 
definitive survey of its present organization and modes of operation, and 
which will chart the course we should follow in adapting our financial 
system to the needs of the Canadian economy and of the Canadian people, 

3. This Commission sits at a time when Canadians are seriously dis- 
quieted concerning the state of the economy, The problems of achieving 
economic stability and eliminating the dreadful economic and human wastes 
of unemployment are of great concern, The promotion of economic growth, 
the development of the social sectors of the economy, and the direction 

of economic activity towards meeting the human needs of a progressive 
civilization are pressing questions, Our economic and financial relations 
with other nations are matters for deep anxiety. 

4, These things, taken together, encompass a wide range of economic 
and social questions, some aspects of which undoubtedly fall outside the 
terms of reference of this Commission, However, it is our view that the 


operations of private and public financial institutions, and the financial 
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policies and activities of povernments are closely connected with all these 
matters. Any satisfactory solution will require that our financial structure 
+ and private and public financial policies and operations be adapted to the 
5 needs of the times, Consequently, the Government of the Province of Saskat - 
chewan expresses both hope and confidence that this Commission will interpret 
its responsibilities in broad and comprehensive terms. Finance is not me re lly 


an industry, on the same plane as any other, in the modern economy, It does 


8 not merely produce services that are important in themselves. Finance stands 

9 at the centre of the economic process. It deals with the fundamental matters 
of exchange and investment on which all other economic activities depend. 

1p as We note that a broad approach to financial problems was adopted 

11 by two other commissions, similar to this one, that have reported in recent 

12 years, the (Radcliffe) Committee on the Working of the Monetary System in 

13 the United Kingdom and the Commission on Money and Credit in the United Stats. 
The reports issued by these commissions have attracted widespread international 

ig attention as fundamental documents dealing with the role of the monetary 

15 system in the modern economy. In both cases, these commissions have cast 

16 the nets of their interest very wide and have examined not only financial 

7 institutions and financial problems as such, but all areas of economic 
activity, problems, and policy, with which finance is connected, The Govern 

18 ment of Saskatchewan believe that the greatest service can be rendered by 

19 this Commission if it adopts a similarly broad interpretation of its task, 

20 abe We have attempted, in like manner, to interpret broadly the role 
of a province in the national scene, It is true that the Government of 

“4 Saskatchewan is a borrower and we will speak as such. Likewise we have an 

22 interest in other borrowers in the Province - public, private and co-oper- 

23 ative - and will seek to speak for them. But we cannot limit ourselves 

24 to our role as an "enterprise" seeking funds from the capital markets. 
Like other provincial governments we are participants in the nation's 

25 
economic processes, anxious to play a co-ordinate role im achieving the 

26 paramount goals of economic growth, economic stability, and social progress, 

27-| fs The tasks and duties of government have expanded to an unprece- 

28 dented degree in the past generation or so, In addition to the more 
"traditional" functions of government, legislatures and cabinets find 

29 
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themselves involved in a variety of activities that are designed to 

3]| Promote economic growth and stability, and to orient the behaviour of the 
economy towards the achievement of desirable social ends. These objectives 
are forwarded by the legislative power of government, by monetary manage- 
ment, and by the appropriate ordering of government's own fiscal and finan- 
6|| cial operations, 

7\ 8. It is the view of the Government of Saskatchewan that these 
objectives must be a primary focus of the financial and fiscal operat ions 
of all levels of government, federal, provincial and municipal. Junior 
governments have not usually been thought to bear much, if any, responsibility 

10} for the large economic objectives of growth and stability, since such 
11 problems are usually regarded in national, rather than regional or local 


terms. Moreover, it is quite clear that the more important and relevant 


powers of control and regulation, especially in the area of finance, belong 
constitutionally to the federal level of government, Nevertheless, it is 
14|| our firm view that the problems of maintaining economic stability and growth 
are of such a nature that the junior levels of government must play a co- 
ordinate role in achieving the desired aims, What is needed is federal 
leadership, not alone in devising appropriate federal policies, but ie 

17 in achieving the necessary co-ordination of provincial and federal financial 
18 || and fiscal policies, 

o; It is from this national, as well as the provincial perspective, 
that we have prepared this brief, Five major topics will be considered, 


Firstly, we will discuss the financial requirements of the Government of 


21 || Saskatchewan and its local governments, and the extent to which these are 


22 being satisfied through the capital markets, We will describe some of the 


difficulties which we have encountered and suggest some possible remedies, 
Secondly, we will consider the experience of other Saskatchewan borrowers 
in the capital markets - co-operatives, private firms, and farmers, Then 
we will move from the provincial to the national scene and examine the 
impact on the Canadian economy of the financial policies of all levels 

of government. We will emphasize the effect of federal policies on 
economic growth and stability and the need for co-ordinated federal-provin- 


cial economic planning. Finally, we will comment on some aspects of the 


organization and processes of the capital markets. 
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Torente, Ontario 
1 
2 
TI. SASKATCHEWAN GOVERNMENTS AND THE CAPITAL MARKETS 

3 
4 The Financial Responsibilities of Junior Governments 
5 LO, Our first concern as a provincial government is necessarily with 
6 our financial needs and those of our local governments. These are the 
7 product not so much of autonomous governmental spending decisions, but 

far more of the broad social and economic trends which we in this nation 
8 are experiencing. It is true that governments have some latitude in their 
9 spending decisions, and that they are influenced in these decisions by 
10 their willingness to tax and their ability to borrow. But government 

spending patterns are determined in the last analysis not by governments 
= but by public attitudes - attitudes as to the objectives which ede tomtans 
12 should seek to attain, and the services which they are expected to provide. 
13 So we must start with these social trends and end with our performance as 
14 borrowers. in the capital markets. 

idee The B. N, A, Act confers upon the junior governments of Canada 
15 


certain areas of responsibility that have grown greatly in importance 
16 since 1867. The Fathers of Confederation might have imagined, but certainly 
17 could not have anticipated, the great increase that would take place in 


the demand for government sponsored and supported education, health, and - 


Z public welfare services in Canada. They did, we well know, have a clearer 

- appreciation of the country's need for transportation facilities, but they 

20 could not, of course, anticipate the automobile and the impact it would 

21 have on the demand for highways and streets. These four areas, education, 
health, welfare and transportation (including communications) now account 

2 . t/ 
for three-quarters of the total expenditures of provincial governments .— 

23 (The exact distribution among these main categories varies a good deal 

24 from province to province and there have been some significant changes over 

25 time, reflecting the decisions of various provinces to embark on large new 
programmes or to raise the level of their services to a new plateau, ) 

26 


aa 


27 || 1/ Canadian Tax Foundation, Tax Memo No, 29, Jan, 1962, p. 8. This 
includes provincial contributions to municipalities for this purpose, 
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ee The areas of provincial-municipal expénditure that now make up 
the bulk of the budgets of junior governments all continue to expand with- 
out abatement and there are excellent reasons to believe that we have yet 

a long way to go in most areas before we can envisage, or indeed desire, 
any slackening of the rate of growth. The field of education, for example, 
is clearly in ois need of further development. As we attempt to open 

the doors of personal development and economic advancement to larger and 
larger numbers of young people, we find that junior governments must accept 


responsibility for making very large capital and recurring expenditures 


’ for educational facilities and services. Education is today one of our 


most important "industries"! but it is, by its own essential nature, and 
because of the purposes we wish it to serve, an "industry" which cannot 
sell its services in the market place to whomever has the means and inclin- 
ation to buy them. We have already made educational services almost free 
to all children in Canada at tlhe public school and well into the high school 
levels. The Government of the Province of Saskatchewan feels that the 
principle of free education will ultimately be carried further, into 
university and post graduate education, professional training, vocational 
training and adult education. These facilities will have to be paid for 
out of government funds, We must look forward to spending larger, much 
larger, amounts in the future for capital facilities for education, for 
teachers' salaries and other current expenses, and for scholarships and 
other financial assistance to students, 

£37 Similar remarks must be made with respect to health services, 

It becomes increasingly clear that society is not prepared to purchase 
medical and hospital services on the open market, with charity care for 
those who cannot afford to pay and "premium'' care for those who can, 

Health and medical services must be available to all people without spec- 
ific charge. As in educat ton, this involves large governmental expen- 
ditures, financed from general sources, on hospitals, laboratores, salaries, 
fees, etc. 

14. Welfare services, too, may be expected to expand as social 
attitudes change. Canadians no longer accept the glib assumption that 


anyone who really wants to work can get employment, We recognize that we 
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have an obligation to the unemployed, to those who are underprivileped 
whether by reasons of health or personal adversity, and that families must 
be cared for even if the nominal breadwinner is judged to be indolent. 

oye The list could be extended to provincial government activities 
that involve the rendering of services that cannot be priced for specific 
sale (for example, very few roads can be, or should be, toll roads). This 
means a great increase in the financial responsibilities of provincial 
governments that must be met out of general funds, 

16, The same can also be said for local icvavacenes = They with 
provincial governments are responsible for financing schools and hospitals, 
libraries and museums, roads and streets. In some provinces, like ours, 
they also provide special services, such as rural telephones and special 
agricultural programmes. 

1; In point of fact, municipal services play a very substantial 

role in determining the "quality'' of modern living. It is difficult to 
measure exactly how valuable it is to have adequate market roads and clean 
well-lit streets, modern water and sewage disposal systems, well-trained 
police and welfare services and the large number of other things that fall 
under municipal jurisdiction. But our Government feels that such things 
make a great deal of difference indeed to the spirit of the people, whether 
they live in rural areas, in towns or in cities, 

18. In addition to the services that municipal governments render to 
their citizens, they also have very important tasks in connection with 

the servicing of modern industry. The provision of good access roads and 
streets, water and sewage facilities, fire protection, etc., are important 
factors in industrial productivity and it falls to the responsibility of 
municipalities to provide them. These municipal responsibilities, like 

the others mentioned above, have been expanding very greatly in recent 


years. 


a 


2/ It is very difficult to draw distinctions between provincial and 
municipal levels of government since the two are bound very closely 
together both legally and financially, In Canada in general, about 
25 per cent of provincial expenditures consist of grants to munici- 
palities., The proportion in Saskatchewan is somewhat higher than 
this - 29 per cent in 1961-62. See Canadian Tax Foundation, Tax Memo 
No, 29, January 1962, p. 8. 
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19, Many of these increased financial responsibilities of junior 
governments are the result of an expansion of services in areas that were 
already established as areas of governmental concern in 1867. In addition, 
however, new areas of responsibility have arisen. A century ago, it was 
regarded as sufficient to leave the provision of cultural amenities either 
to private eceruriee or private philanthropy. If a centre of population 
was large enough it might have a commercial concert hall or theatre company 
(and few centres in Canada proved to be large enough). A library or an art 


gallery or a museum might be provided by private philanthropy. We now 


“recognize that this is not sufficient for a modern civilization. The 


facilities for art, music, drama, literature and learning ought not to be 
regarded as optional; they are, increasingly, the staff of life to a modern 
civilization, 

20. The Government of Saskatchewan is keenly aware of the financial 
implications of these growing responsibilities of junior governments. As 
these activities grow, the difficulties of finance have grown also but we 
would like to make it clear that we do not share the views of those who 
regard the expansion of governmental services with alarm and would seek to 
reduce them. These services have grown for good and sound reasons and they 


must continue to grow considerably farther in the future. 


Financial Policies of Provincial Governments 


Dh It is in this context of increasing govermmmental responsibilities 
that a province's financial decisions are made, And there are three such 
decisions: how much to spend, how much to tax, and how much to borrow, The 
first of these, how much to spend, is influenced largely by the upward trend 
in public services of which we have spoken, But they are affected also by 

a government 's willingness and ability to tax and its willingness and abilit 
to borrow. The second decision, how much to tax, likewise is influenced 

by the urgency of the spending requirements. But there are other factors, 
notably the present tax structure of the community and the government 's 
borrowing capacity. The third decision, how much to borrow, again ie 
governed by the demand for government services, but it too is influenced 


by the government's tax potential and present levels of taxation. 
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ea So we cannot say that financial decisions are made in simple 
order: spending, taxing and borrowing. What is apparent is that the spen- 
ding decisions are the most compelling, not alone by reason of society's 
judgment as to the role of government, but also by reason of the government 's 
views as to the social and economic policies which will benefit the com- 
munity. 
O37 This being so, a prudent government will first turn its mind to 


the ability of the community to pay for these services - its tax potential, 
For it would be foolhardy to suppose that the financial needs of junior 
governments can simply be met by better access to capital markets. True, 
there are times and there are reasons for borrowing, and to these we will 
turn in a moment. But in the long-run, community consumption must ba met 
by community contributions, and this is possible only when there = a 
sufficient tax potential. 

24, To an important extent a province's tax potential is determined 
by the accidents of nature and constitutional history, and by the unplanned 
effects of national economic policy, This commission needs no references 
to the reports of the Rowell-Sirois Commission or to other fiscal studies 
to prove that this is so, .What is more, today's facts speak for themselves: 
the provincial shares of income and estates taxes yield widely dif ferent 
amounts across the nation - about $45 per capita in Ontario, $20 in Saskat- 
chewan, $15 in Newfound Land That this is so would scarcely be a matter 
of concern if Canadians were prepared to assume that a popes, bepioge # should 
have a poor education and poor health and welfare services, and that a rich 
Canadian should have excellent services. Nor would it concern us if we 
were satisfied to see inadequate levels of economic development expenditures 
in poor provinces, and adequate levels in rich ones, 

Dag Tax potential is a primary problem; it must take precedence over 
borrowing problems. We do not suggest it is one which this Commission 
should be expected to solve, but we do suggest that its solution is a 


prerequisite to meeting the financial problems of junior governments, 


3/ Department of Finance, Final Calculation of Standard Taxes, Equal- 


ization, and Stabilization for the fiscal year 1960-61, December 21, 


1961, 
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Federal-provincial fiscal conferences have erappled for many years with 

the need for equalizing provincial tax resources, and with the question as 
to how much "tax room" the provinces need to fulfill their responsibil- 
itfes. Out of these have come unconditional tax transfers from the Federal 
to provincial governments, and financial assistance for particular pro- 
grammes, But we urgently need a rational system for equalizing tax 
potential across the nation, in order that the basic fiscal needs of all 
the provinces can be met, 

26, This is not an argument for federal taxation as a substitute for 
provincial taxation, though in point of fact provincial tax levels have 
risen sharply since the war. There has been a tendency for the Government 
of Canada to reduce individual income taxes, and for the provinces to 
increase consumption taxes, The resulting national tax structure is un- 
questionably less equitable in consequence. Nor are we building a case for 
a review of federal equalization payments or of Canada's tax structure, 
however necessary they may be; rather, we are trying to make clear our 
concern that government services be soundly financed. We know that a 
government cannot spend without taxing and borrowing, and that it cannot 
long expect to borrow if it does not keep its credit sound by maintaining 

a reasonable balance between revenues and expenditures. 

21 The Government of Saskatchewan has demonstrated its willingness 
to tax in order to spend, Since 1945 all budgetary expenditures - ordinary-- 
and capital - have been covered by revenues; indeed the Province's net 
debt has been reduced from $145 to $25 million, So when we speak of our 
experience as a borrower in the capital markets we believe we speak as a 


prudent one, not an improvident one, 


The Government of Saskatchewan and the Capital Markets 


23. The principal interest of a Commission on Banking and Finance 
must, by virtue of its specific terms of reference, centre on the 
activities of junior governments as borrowers, It is as borrowers that 
provinces and municipalities come most specifically into contact with 
the financial institutions of the country and are most affected by any 


deficiencies in their structures or modes of operation, 
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29. Provincial and local governments are in one sense "enterprises" 
like any business firm, They borrow in the capital markets to finance 
some activities the returns from which are expected to meet both interest 
and amortization costs, But in another sense they have responsibilities 
similar to those of national governments. They are expected to finance 
projects which are justified on the grounds that social or economic 
benefits to the community are greater than the interest and amortization 
costs of the debt which may be incurred to finance them. This is so 
whether or not the government revenues which are generated as a by-product 
of the resulting increases in economic activity are sufficient to meet the 
debt charges. In these circumstances such charges can only be met by 
increased taxation or by reduced services. 

30%, The case for the first kind of provincial government borrowing 
is quite straightforward. The capital requirements of a publicly-owned 
utility, for example, are met by borrowing, providing that the increased 
returns to the utility resulting from the investment are sufficient to 
st interest and amortization costs, The same is true of other projects - 
toll bridges, or even roads where, not toll charges, but gasoline tax and 
motor licence revenues are expected to meet the debt charges. 

sy The case for borrowing in the second case is not as self-evident. 
There are many projects, for example roads, where the economic returns 
from the assets constructed are equal to the interest and amortization 
charges which would have to be met if they were financed by borrowing, but 
where the revenue which they generate does not meet these charges. The 
same may be said of educational services, at least theoretically, The 
Government of Saskatchewan is convinced that the educational services it 
now provides and the extensions it contemplates can easily be justified 
on the strict grounds of economic activity alone. (The economic benefits 
of these services are rather difficult to measure and the non-economic 
benefits of education in our view should not be regarded as secondary in 
any way.) But again it cannot be said that the revenue which is indirectly 
generated will equal the debt charges assumed, 

Bove From the vantage point of a junior government, then, financing 


these projects by borrowing necessarily implies meeting a large part of 
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1 
2 
3 
the interest and amortization costs from general taxation. As a result, 
. our Government has followed the general policy of financing such projects 
5 from general revenues, providing that the capital requirements involved are 
6 fairly continuous, and represent a relatively fixed proportion of total 
expenditures. 
7 
SS A national government can, to a considerable extent, take a 
8 different view, If the benefits to the economy of any project are equal 
9] .to the debt charges assumed, the Federal Government is able, on economic 
10 grounds, to justify borrowing to finance the pro ject, even if an increase 
1 in the money supply is required, A strong case could be mounted for the 


Federal Government taking a similar view with respect to such projects 


12 in the provincial domain, If they did, many projects which would contri- 


13 bute to economic growth, but which are deferred by the provinces for 
14 financial reasons, would be undertaken, 
34, We have said that except when the Province is acting as an 
a "enterprise" we have followed the general policy of financing capital 
16 expenditures from revenues,, There is an obvious exception to this policy: 
17 when fixed capital needs are not smooth or continuous. New government 
18 programmes, population shifts, the reorganization of social capital 
facilities (school consolidation or the provision of hospital services), 
” or major reconstruction of capital plant (for example, highways), all may 
20 create "capital humps'’. In these circumstances it would be unrealistic 
21 for a government to increase its taxation for the short span of years 
during which capital expenditures are higher than they nomally are, 
<i ais This is a particular problem for local governments, for the 
23 smaller the unit of government the more likely it will encounter "capital 


24 humps'"'. Table I illustrates this point: the bodies responsible for 


hospital and school construction have encountered these capital humps 


25 
even when considered in the aggregate. The problem is much more pointed 
26 | 
for individual municipal authorities. 
27 
28 
29 


30 
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Table 1 


Public Capital Expenditures In Saskatchewan 


(for fiscal years ending nearest December 31) 


Sask, Other 
Power Crown 
Government Corpor- Corpor- Hosp it- Munic i- 


Year Departments ation * ations* als ** Schools palities 
(thousands of dollars) 


1948 5,109 3,180 4,461 2;°589"" 2, 682 °° ""5 057 
1949 5,036 F623 “Gt vot F,807 ©* F399" 0G 2859 
1950 6,057 5,992 4,630 S016 «4.958 © 67701 
1951 9,'7f2 8,102 5,760 FSSC S Wpggient 6S) 54 
1952 14,746 11,446 5,693 1,859 5,060 8,950 
1953 15,689 17,150 9,000 FIFO PETY Gers 2 +26 G45 
1954 19,730 Tsay OTP 454 3,309 7,962 11,936 
1953 ° V7 "T13 24,946 9,686 15,984 6,610 11,932 
1956 18,831 39385 °* "13 908 Sippy PowlE GGEY 1G 479 
1957 21,100 GP O27 * T3720 2,701 10,128 20,931 
1958 24,805 58,649 12,019 3,713. 11,203 23,088 
1959 23,936 62,951 9,249 3,225 16,416 25,562 
1960 22,631 58,835 8,160 5,008 18,127 23,984 


* Data for Crown Corporations are based on the year over year 
change in fixed assets, before the deduction of depreciation 
reserves, as shown on the balance sheets of the various Corpor- 
ations, 


**k Data for hospitals includes the University Hospital and 
private hospitals. 


36, There is a further exception to the Province's policy of 

meeting "normal" capital expenditures from revenues. because we are 
anxious to co-operate with the Federal Government in combatting re- 
cessions and unemployment, we are prepared intentionally to incur 
moderate deficits when the economy is faltering. When we do this, 

we are fully aware that the resulting economic benefits will not be 
enjoyed by Saskatchewan alone, and that our revenues will not increase 


(indirectly) by an amount equal to the debt charges incurred. It is 
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clear that appropriate Federal policies would encourage provinces to 
participate more actively as partners in a federal-provincial plan for 


stable economic growth, 


Determinants of Borrowing Decisions in the Government of Saskatchewan 


37% The financial policies of junior governments, such as these we 
have described, give the key to their behaviour as borrowers. But there 

are more specific factors which influence our borrowing behaviour, and in 
these the Commission may be interested. 

38 The first of these is the Government's judgment as to the 

extent of its borrowing capacity. It is generally assumed by the partici- 
pants in the capital markets that there are very real limitations as to the 
extent that an individual "credit" can exploit the long-term bond market. 

It is assumed that the borrower may increase the amount he borrows by pay- 
ing a higher rate of interest, but even this power over the amount which 

the province can borrow is limited, for it is assumed in the financial 
markets that the lenders will make available only a certain percentage of 
their portfolios to the bonds of a particular credit, even if that credit 

is willing to pay a higher rate. 

39} This judgment as to the amount which can be borrowed in the 
long-term Canadian bond market is influenced considerably by the borrowing 
behaviour and the monetary and financial policies of the Federal Government . 
If the Federal Government incurs very substantial deficits and enters the 
capital markets for the purpose of financing these deficits (particularly 
when the Bank of Canada is not increasing the money supply correspondingly), 
the provinces encounter greater difficulty in obtaining funds and they pay. 
more for them. If the N.H.A. interest rate is high in relation to the 
yields on long-term bonds the provinces will find themselves competing with 
the N.H.A. for the nation's savings. If the monetary policy of the Bank 

of Canada results in higher interest rates and credit rationing the prov- 
inces undoubtedly are affected. On the opposite side, the Federal Govern- 
ment may diminish the necessity for the provinces exploiting capital markets 


by making loans to them for specific projects, or by equalizing their 


revenue potential, 
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1 
2 4 
40, The second factor which influences our borrowing behaviour is 
3 the borrowing patterns of other provincial governments. These have a marke 
4 effect on the ability of the Province of Saskatchewan to exploit the capita 


market. Several provinces, for example, have been deficit financing to a 


: 4/ 
substantial extent (in terms of the D.B.S. form of accounts), and this 


6 
has meant that financial institutions either must increase the percentage 
7 of their portfolios being made available for provincial bonds, or alterna- 
8 tively, they must be prepared to contract their purchases of the bonds of 
9 some provinces in order to make available more funds for the bonds of the 
provinces financing heavy deficits. We are unable to say authoritatively 
10 of the provingially ow 
what the behaviour of financial institutions is, but our feeling is that 
11 there is a tendency for these institutions to place some sort of limit on 
12 the amount of their investment portfolio which will be made available for 
provincial and municipal bonds. If this is the case then there is no doubt 
13 
that the borrowing patterns of other provinces will affect either the 
14 ability of Saskatchewan to borrow or the rate of interest it pays, or both, 
15 41. The third factor of considerable significance is the attitude of 
16 financial institutions as to the "financial prudence" of the Province of 
Saskatchewan, It is not enough that the Government of Saskatchewan itself 
17 
exercise some judgment as to the limits it should place upon the amount it 
18 is prepared to borrow; it is equally important that the lenders, the financflal 
19 institutions, agree that the self-imposed limits are the correct ones, 
20 Otherwise the Province's credit will deteriorate, leading to higher interes 
rates and ultimately to a limitation on the ability of the Government to 
21 
borrow. 
22 
Markets Exploited by the Government .of Saskatchewan. 
23 


42. The Government of the Province of Saskatchewan has exploited the 
following markets: 
le The Canadian long-term bond market, including not only the 
market in general, but also the "home eae of funds - 
administered by the Government of Saskatchewan, 


he yiek hatue cesses ged phe sget 


4/ See Table 1 in the Statistical Appendix (Appendix A). 
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Z% The Canadian short and mid-term bond markets, including 
the specialized market which the chartered banks provide. 

on The money market, in which are sold short-term low coupon 
bonds and Treasury Bills. 

4, The Savings Bond market in Saskatchewan to which are sold 
ten-year Saskatchewan Savings Bonds, redeemable at par at 
any time at the option of the holder. 

Dis Foreign long-term bond markets including both the U.S.A, 
and Switzerland. 

Saskatchewan has not exploited the corporate bond market (through the 

sale of unguaranteed bonds of the provincially owned utilities), nor the 
allied "lease-back market'', which could be used to finance the construction 
of government buildings (as at least one province has done). 

43. There are a number of objective facts which we face in making 

our decisions as to which of these markets to exploit, These facts, 
together with certain judgments which must be made determine which markets 
will be exploited. 

44, The first matter is the availability of capital. Other things 
being equal the Government of Saskatchewan has a strong preference for 
borrowing in Canadian markets, providing these markets are able to meet 

the Government 's requirements. There has been a strong suggestion from 
most investment dealers that there is a clear limit as to the amount 

that any province can borrow in the long-term bond market, As a result 

the Province has been faced with a choice between a limitation in its 
borrowing programme (which in the case of the utility programmes is 
extremely difficult, and at times virtually impossible) or the exploit- 
ation of other markets. These other markets have included the U. S. market, 
the savings bond market in Saskatchewan, and the money market in Canada, 

5 5 Once a borrower undertakes to exploit foreign bond markets, the 
savings bond market, or the money market, he recognizes that he is assum- 
ing certain risks - an "exchange risk", a "refunding risk'', or a "redemption 
risk", In each case the province must form some judgment as to the extent 
of the risk being assumed, am the seriousness of that risk in relation to 


the province's need for capital. The levels and structure of interest 
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1 
2 
cates exert a considerable influence on these decisions. If the rate of 
3 
interest in the long-term bond market seems high, relative to foreign interest 
4 


rates, there will be a strong tendency to borrow in foreign markets. Simil- 
S||arly, the structure of short and long-term interest rates will influence, at 
least in the short-run, the Province's decisions concerning the form of its 
borrowing. 


46. If the structure of rates influences the Province's policy as 


8 to the markets it will exploit, it is obvious that the exchange rate will 
Q|iexert a similar influence. When a borrower is considering the foreign bond 
markets, he will be influenced not only by the "spread" between Canadian 

and foreign interest rates, but also by his expectation concerning the future 
value of the foreign currencies expressed in terms of Canadian dollars. 


12|}Also important is the expressed policy of the Government of Canada; if it is 


13 attempting, as a matter of national policy, to dissuade borrowers from ex- 
ploiting foreign markets, the Government of Saskatchewan will have a strong 


inclination to co-operate. Similarly, if it is the general view of 


Canadian investors that it would be imprudent for Saskatchewan to borrow 
16 || in foreign markets, we would be inclined not to do so in order that our 
credit in Canadian markets might not be impaired, It must be emphasized, 
however, that these influences upon the Province'’s decisions concerning the 
markets it will exploit are in competition with the "arithmetic" of the 

19 advantages and disadvantages of borrowing in markets where there is an 


20 || implied exchange or other risk. 


1 RFC All of these factors have led the Government of Saskatchewan to 
accept the following general policy: 
22 Tf The Canadian long-term bond market will be exploited to 
23 the extent that the Province is advised by private under- 
24 writing firms to do so, providing that our judgment in 
this matter does not differ substantially from the advice 
25 
we receive. 
26 ‘ : 
26 We are prepared to exploit the Canadian money market to the 
27 extent that it seems reasonable to expect that the money 
28 market is able and willing to provide Saskatchewan with 
funds on a long-term basis. To express this in a negative 
29 


30 
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1 
2 way, the Government is unwilling to exploit the money market 
3 to an excessive degree when the economy is highly liquid, 
4 since we recognize that when economic conditions change, and 
there is a state of illiquidity, we would not be able to 
5 
sustain previous levels of borrowings in the money market. 
6 Jes Currently we are prepared to sell approximately $10 million 
7 of savings bonds per annum in the Saskatchewan market, Our 
limited experience to date suggests that these bonds are - 
8 
purchased almost entirely by individuals, and that the rate 
9 of redemption is not excessive, (The premium which is 
10 payable upon maturity of the Savings Bonds acts to discourage 
11 redemption of these bonds in the event of higher interest 
trates in the future, ) 
12 
4, We have been prepared to exploit foreign markets when the 
prep 
13 availability of capital in Canada has been in question and 
14 when the interest rates have substantially favoured U, S. 
es ; 
borrowing. It is clear, however, that the straight 
15 ‘ 
"arithmetic of advantage'' must be set off against the ''moral 
16 
suasion'' of the Government. of Canada and the opinions con- 
17 cerning this matter entertained by the financial community, 
18 a8, 
Saskatchewan's Success in Exploiting These Market 
19} 48. Table 2 in the Statistical Appendix shows the extent to which the 
PP 


20 Province of Saskatchewan has borrowed in each of the above markets, It is 

not sufficient, however, simply to know what amounts of Saskatchewan bonds 
were sold in each market; it is more important to form some impression as 

to the success which the Province has met in the sale of its securities 

23|| to the financial institutions which make up a market, It is equally important 
to know how the Province of Saskatchewan is faring by comparison with other 
provinces in selling its bonds to financial institutions. Data on such 
matters are not readily available, but such investigations ae we have been 
able to make suggest that the Province of Saskatchewan has not fared as well 


as some other provinces in the sale of its bonds to Canadian financial 


institutions. 


Tae 


5/ See C,G, Bale "On the Exchange Risk of Borrowing Abroad", Canadian Journal 
of Economics and Political Science, February 1961, 


Ipnivol mstherrgd 


< 


toolrsm yonom oft tiolqxs o3 anilfiwnu ef dmommrevod oft yaw 


ebtuptl yvidgin at ymonoos eda molw sstqgeb svieesoxs Ans O32 


bas ,safsio enotitbaos otmonoos asdw tslt ostngoosr sw sontea 


03 elds ed jon bluow sw <cdfbLopkie ee Sipide ‘ et stoi 
.tsitam yorom od mi egmtworiod to elevel enoiverg Santis 
noti{tm 012 yvletsmixouggs Iloe of borsgetq ots sw snakhseaman 
1v0 —, taitam newototades2 oft ol muons tq ebnod meets Io 
- ors abrod ssed3 isis esesanue s3ab o3 sanskreqxe bostmtt 


RX 


sisi edi teds brs ,elsubivibat yd ylertins teomls beesnowwg 


2i dotdw mrtmexq sdT) .svieesoxe gon ei mottqmsebo:r to 


egatvocetb o3 ejos ebnofl egnivse ofd to yatrvism noqu sldsysy 


testeait tofgid Yo jnsve odd nit ebrod sesdt to notsqmobor 
(,orudtut edgy at ester 

sd medw etoudtom agiero? tiolqxs of besisgetq need sve! sV 
bre mofjesup at ased esi shansd st Isdigso to yvatitdslisvs 
-& .U bsrwovsi yilstinstedue ovsd ests1 Jesrodnit oft modu 
jdgisrte od4 jsda ,teveswod ,tsel> et 40 ~ gniworsod 
{stom ely genisgs ilo Jse od teum “sastnevhs to ot tomdzixs" 
sbsngd to ieondiaieaieg® oft to "nofesue 


-f09 enotnigo eft brs 


viinummos Isionsnit sda yd bentstreins rtetism eld aninies 


eiattell sesdT satsiolqxd nt eeooaue 2' nswodossdese 


oft dotdw of tootxe eft ewode xibneqqA Isottetisse oft mnt S$ oldsT 


at dE .etodiem svods 


abnod ngwordotadese to ednvoms tndw won! of yigmie ,ravoworl 
es noteagesiqmt omoe mio} of tossroqmi oxom ek dt 
sit ai tem end sonivortd odd doidw 


esiituusoee egt 30 olne 


jnstroqmi ylisupe ek 371 .Jeltam s qu oolem doidw encitutiyent Intonsnt? odd oF: les. 


taijo ditw muerttsqmoo yd gnits2? ef aswodotates® Jo sontveid od4 wod wom! of 


fous mo ssa 


mood evel ow es enolisatsaevnt dove jud , ofdslisvs ylibsex 


[low es bots? Jom end caworlotsles®? to somtvorl off tant seogque elem o3 olds | 


sit io doss nt beworred esd urawolbtsiess 30 sonivord 
~inestottive ton 


gisliem dose ni, bloe.stew 


-enotiwikjent Istoment} of ebnod ei goiiloe nt essonivorg 


88 


i 


SS 


eesooue oft oF 


Jom ets exsiism | 


Istonsont? mitbens0 ot ebmod ask to sine odd ni esomivorq t9njo smoe es || ve 


."beotdA gniwor10d Yo AetA sgmrsdoxd odd nO" els@ .0,9 992 


L081 vrauxdel .oamsto?® Isoistlod bas eatmonosd jo 


-enotjusitent 
* 


_ 


y yt 


Nethercut & Young 


Terente, Ontaric A382 

1 
2] , ee 

49, It is difficult for a province to speculate as to the factors 
3 which influence the judgments of a financial institution in respect of its 
4|| securities, llowever, some general impressions have been formed in the minds 
5 of those whose job it has been to sell Saskatchewan securities over the 

past decade, Firstly, we are told that there is a tendency for investors 
6 


to think of Saskatchewan in terms of the 1930's - an agricultural economy 
7 subject to the vagaries of an uncertain nature. The remarkable diversifi- 
8} cation of Saskatchewan's economy over the past ten years, and the greater 


viability of the agricultural economy as such are not disputed by investors, 


9}. 

but many of them, we are told, are inclined to form their judgments on the 
10 

basis of their memory of the "old Saskatchewan", 
11|} 50. Secondly, investors located in Ontario and Quebec have a. much 


12 greater familiarity with "credits" in the central provinces than with those 
in the Prairie region (and we suspect, the Atlantic region also), There 


is a tendency, therefore, for the funds administered by a trustee to be 


invested in these "better-known credits", with Saskatchewan bonds taking 

15 || a poor third or fourth place. 

Sle Thirdly, it seems to us that an insufficient emphasis is given 

by financial institutions to the financial prudence of the various provincial 
governments, There are, for example, certain provinces whose rate of 

18 deficit spending has been such as to make them constant borrowers, When 

19|| the Saskatchewan Government compares her financial record with this deficit 


financing she might reasonably expect her bonds to have a quite superior 


rating in the market, But the facts are otherwise: a "well-known credit" 


seems to be able to deficit-finance for quite long periods of time without 

22|| impairing her credit rating. Perhaps it is the extremely confusing accoun- 
P 8 & Pp 

23 || ting system used by many provinces which results in this anomaly; perhaps 


it is a matter of simple habit. 


np lap The Province has made strenuous efforts to overcome these 


difficulties. The Provincial Treasurer and the Deputy Provincial Treasurer 
26 || make relatively frequent visits to investors. Saskatchewan's financial 


information, made available semi-annually in a special publication for 


27 
| investors, is acknowledged to be the best provided by any province in 
28 
Canada. We have tried to "tailor" Saskatchewan's securities to meet 
29 
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investor needs. The Province's sinking fund policy was altered in 1952 to 
provide that a full 3% of the funded debt would each year be placed in the 
Province's sinking funds. This policy was considerably in advance of that 
followed by other provinces. Furthermore, the monies deposited in the 
sinking funds are invested in the bonds for which the sinking fund was 
created; this creates a demand for Saskatchewan bonds held by financial 
institutions and helps to assure their ready marketability. All of these 
policies are designed to stimulate a greater interest in Province of Saskat- 


chewan bonds. 


Securities Issued by the Governmen Sask Ww 
33. The Government of Saskatchewan has issued five kinds of securities: 

i. Long-term bonds - Canada pay 

- U. S. pay 
- Swiss pay 

De Mid-term bonds - Canada pay 

aie Short-term, low coupon bonds - Canada pay 

4. Treasury bills - Canada pay 

5. Savings bonds - Canada pay 
The Province has not issued corporate bonds (for example, the Saskatchewan 
Power Corporation), nor has it issued guaranteed corporation bonds. However, 
the Province has guaranteed the bonds of certain private companies - the 
Saskatchewan Cement Corporation and Interprovincial Steel Corporation. 
54. The present pattern of Saskatchewan's outstanding debt is revealed 
in Table 3 of the Statistical Appendix. It will be seen that foreign pay 
debt constitutes approximately 40% of the total outstanding debt; that 
savings bonds constitute approximately 2 3/4% of the outstanding debt, and 
that treasury bills make up approximately 4% of the total. As far as long- 
term bonds are concerned, except for 1963, 1966 and 1971, the really heavy 
maturities do not begin until 1973, when the Province's sinking funds will 
be nearly sufficient to meet the maturities as they come due. 
aS; This discussion of the markets which the Government of Saskatchewan 
exploits has shown the determinants of the Government's decisions concerning 
the securities which it will issue. The Province has a preference for long- 


term debentures; it is unwilling to exploit the short-term markets unless 
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there is a reasonable assurance as to the ability of the market to refund 


3 the debt as it comes due; the Province is unwilling to take heavy risks 
4 in the amount of "call money" which it borrows through the sale of savings 
5 bonds; it is willing to borrow in foreign markets providing the exchange 
P risk is adequately hedged through the interest savings and the Province's 


sinking fund policies, 


7 56. 


3 Certain external factors influence the Province in these de- 
8 cisions too: the attitude of investors as to the kind of security in 
9 which they are particularly interested at any point in time; the apparent 
availability of funds for securities of different categories; the interest 
10 
rates and the structure of rates with which the Province is confronted; 
11 and the attitudes of the Government of Canada and the Bank of Canada in 
12 respect of provincial borrowing behaviour. 
Dies In summary, it is obvious that, because we are financing long- 
13 
term requirements, we have a strong preference for selling long-term 
14 eee 
securities, We are, however, prepared to issue securities having a shorter 
15 term providing there is a reasonable assurance that the markets in which 
16 these securities have been sold will be ready and able to refund them upon 


their maturity, Medium-term securities have been avoided, except where 


the maturity pattern of the Province's debt makes it possible to accommodate 


18 larger maturities of medium term, We are anxious to maintain a debt 
19 structure which minimizes fluctuations in the funds required from the 
20 consolidated fund for debt redemption, and which maximizes the maturities 
which can be redeemed through the use of sinking funds or through a regular 
Zi 
refunding practice, 
az 
Selling Arrangements 
23 


Bar There are two major facets to the marketing of Government of 

24 Saskatchewan bonds. The first is the timing of bond issues, and the 

25 second the underwriting arrangements. 

he The Treasury Department, follows four principal steps in deciding 
when it should market Province of Saskatchewan debentures, First, the 
total year's borrowing programme ig divided into the various markets which 


28 it is intended shall be exploited. The 1962 borrowing programme, for 
29 
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example, will consist of some $72 million which will be raised in the 


fo Llowing markets: 


1s Canadian long-term bond market $45 , 000 , 000 
ae Saskatchewan savings bonds (net) 10,000 , G00 
3. . Money market - refunding of one year 
debentures 10,000 ,000 
4, Money market - sale of treasury bills 7,000,000 
60. The next step is to divide the long-term borrowing into the 
number of issues it is intended shall be marketed. (It is obvious that 


the Saskatchewan savings bonds will be sold at a single time in the year, 
and that the treasury bills will be marketed continuously through the 

year. The one-year debentures are sold as and when good offerings are 
made, subject to some estimate as to the trend of short-term rates in the 
future. ) 

Sr. Having decided on the number of long-term debenture issues, 

it then is necessary to decide when these shall be marketed, Theoretically, 
if there were to be three issues, it would be possible to decide on one 
debenture issue in each of the first two quarters of the year, and one in 
the last quarter (leaving the months of July and August open since the 
markets are usually quite inactive during this period of the year). It 
remains necessary, however, to decide whether to market the issues toward 
the early part of each quarter, or towards the late part. 

oplee These decisions are based primarily upon a forecast of general 
business activity, and our estimate of the effects of changes in business 
activity upon financial markets. If a recession is forecast, then the 
Treasury attempts to sell its bond issues as late as possible in order to 
enjoy the benefits of the higher bond prices which may normally be expected 
to occur during a recession. The reverse is true if the Treasury forecasts 
an economic upturn, These judgments are varied, however, by some estimate 
as to the rapidity with which monetary policy will "tighten money'' in the 
course of an economic upturn, or alternatively "loosen money" in the course 
of a downturn. Further, it is necessary to form some impression as to 


whether federal policy will have the effect of counteracting the 'normal" 
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trend of interest rates in the course of a business cycle, as occurred, for 
example, in 1958, It is also necessary to attempt to form some impression 
as to "market expectations": whether these will discount, or precede, the 
actual economic event, or whether they will tend to "lag", In all of these 
decisions the advice of investment dealers and bankers is sought. 

63), The Treasury's decision as to whether it should market its issues 
early or late in the periods which it has chosen is then subject to shorter- 
term market forecasting - week-to-week and day-to-day, In this area the 
advice of investment dealers, who are clese to the market, is particularly 
sought and followed, 

64. There are other influences on the Government's timing of bond 
issues - notably the likely timing of debenture issues by the Federal Govern- 
ment and other provincial governments. No formal arrangements exist for the 
co-ordination of the borrowing programmes of the various governments, though 
Saskatchewan makes every effort to discover the borrowing plans of other 
Weer incea before it comes to market, The use of fiscal agencies by most of 
the provinces, with managers from among a small group of leading investment 
dealers, provides an informal method of co-ordination, On the basis of 
information thus obtained, Saskatchewan attempts to avoid marketing deben- 
tures within a period of three or four days of other provinces, This method 
of co-ordination, however, is subject to error, and the Province of Saskat- 
chewan has urged elsewhere that there should be established a "clearing 
house" for the exchange of information on the timing of debenture issues. 
Our proposal is that the Bank of Canada should serve in this capacity, and 
that when any province proposes to go to the market it would ask the Bank 

of Canada whether the planned date would conflict with the borrowing plans 
of any other province, Without divulging the names of other borrowers the 
Bank of Canada would advise the applicant province as to the immediate 

plans of other provinces, The same procedure would presumably be followed 
by the larger municipalities. 

65. As to underwriting arrangements, the Province of Saskatchewan 

has followed three methods: from 1949 to 1961 inclusive, Saskatchewan 


alled for tenders on debenture issuesy from 1945 to 1949, and beginning 
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2 

again in 1962, she used a fiscal eee and in 1960 and 1961 she sold 
_ a few debenture issues privately, 
4 66 It is difficult to say with certainty which of these methods is 
5 preferable Calling for tenders has the advantage of being less expensive, 
6 at least in the short-run, and of making possible more rapid decisions as 


to when to go to market, When investment dealers are bidding competitively 


for debenture issues there is a tendancy for them to price the bonds "a 


8 little more fully", and to accept a smaller conimission Both of these 
9 practices work to the advantage of the Province. On the other hand, it is 
possible that the dealers may bid too much for the bonds and then, because 
10 
of a reluctance to cut price, the bonds may remain unsold for a considerable 
k ) MA 
11 period of time, This works to the disadvantage of the Province since it 
12 leaves the impression that there are always a lot of Saskatchewan bonds in 
the market. 
13 
67 Second, it is argued that no investment dealer has a "continuing 
14 


interest'' in the bonds of the province which sells by public tender, The 
a5 larger investment dealers are tied up already in fiscal agency agreements 
16 with most of the other provinces, and they tend to devote their attention 
to those credits whose bonds come to them regularly. Naturally there is 
some uncertainty as to whether a given investment house will win the bonds 
that are sold at tender; consequently their interest in these bonds is 
19 sporadic. It follows that the dealers are reluctant to establish a selling 
organization, particularly within the Province of Saskatchewan, when they 


are uncertain as to how many bonds they will get in the course of a year, 


A fiscal agency removes a considerable part of this uncertainty, 


68. It is also important to pay some heed to the attitudes of the 
investors and the investment dealers. Currently most people in the financial 
world believe it is preferable for the province which is marketing a 
substantial amount of bonds to do so through a fiscal agency (a combined 
group of the major dealers), If the financial community holds this view, 
then the province which calls for tenders is regarded as "unorthodox", It 
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has been suggested to us that unorthodoxy frequently is rewarded with an 

of ficial hesitation on the part of heeeasay committees, 

69, It follows that if all provinces were selling bonds at tender, 
each would have the same advantage as the other, and presumably investment 
dealers acting competitively would be able to sell as many bonds as they 

are able now to sell when acting in a fiscal agency, On the other hand, 

if most provinces sell through fiscal agencies, it becomes extremely 
difficult for one or two provinces to act independent ly through calling 

for tenders - especially if that province has a big borrowing programme, 
70, The private sale of debentures in Canada is rather uncommon, 
Saskatchewan followed this course in 1961 when it was planning to change 
over from the competitive tender system to the fiscal agency approach. 

The advantage of private issues is that the province can "tailor'' the 

issue for the buyer or buyers that want the bonds. On the other hand, 

there develops some uncertainty as to the province's marketing arrangements; 
is it selling by tender, or is it selling the bonds privately? If there 

is enough uncertainty, potential buyers will ignore the public issues of 
bonds in order to make a private purchase, Why they would do so is 

obvious: it is likely that the private sale will offer some price advantage, 
compared with the public tender where investment dealers are apt to price 


the bonds''more fully", 


Redemption Arrangements 


TAR Since most of the Province's borrowing is to finance loans to 

the Saskatchewan Power Corporation and Saskatchewan Government Telephones, 

a description of redemption arrangements must be preceded by an out line of 
the system of financing these two corporations. When the Province borrows 
funds for this purpose the Treasury makes a loan to the corporation which 

is identical in all respects with the loan which the Province made through 

a debenture issue. In other words, the interest rate is the same, the 

date of payment is the same, and the sinking funds requirements are the 

game, Thus, when the Province makes interest payments it is fully reimbursed 


by the corporation concerned; similarly, when the Province makes payments 
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to the sinking fund estahlished for the purpose of retiring the debenture 
issue, the corporation concerned fully reimburses the consolidated fund for 
these payments. 

qe. The redemption arrangements then are these: for each debenture 
issue the Province establishes a sinking fund into which is paid, annually, 
3% of the face value of the issue, This sinking fund payment is fully 
reimbursed to the Province by the corporation concerned, Since most deben- 
tures are for twenty or twenty-five years, the result is that the sinking 
funds are almost adequate to meet the retirements, To the extent that the 
proceeds from sinking funds are not sufficient to retire the debentures 
issue concerned, the corporation is required to make whatever additional 
Payment is necessary In all cases the corporation payments to the Treasury 
are made from "depreciation accruals", except that where special debt 
retirement payments are required it may be necessary for the Treasury to 
advance additional sums to the corporation for this purpose. 

1s Debentures which are sold to finance other projects (than loans 
to the Saskatchewan Power Corporation or Saskatchewan Government Telephones) 
are retired in the same way A 3% sinking fund is established, ana the 
consolidated fund of the Province makes the required payments annually, If 
the sinking fund is insufficient to retire the debentures when they come 
due, the consolidated fund will make up the balance. 

74, It should be noted that the Province maintains sinking funds 
largely for the purpose of assuring investors that Saskatchewan bonds will 
be paid off when due As far as the Treasury is concerned, it would be 
simpler to refund debentures when they come due than to establish and 
manage sinking funds (assuming an appropriate maturity structure). It is 
fairly obvious that if a Province sets aside revenues in a sinking fund it 
will be necessary to borrow in order to do the things which these revenues 
could otherwise have financed. It would be simpler, therefore, for the 
Province to refund the debentures that come due rather than to borrow 
annually for projects which might otherwise have been financed by the 
revenues which were diverted into sinking funds, However, it is recognized 


that to the individual holder of Saskatchewan debentures, the existence of 
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a sinking fund is almost a puarantee that the Province will not come to 


the investor concerned and ask that he take new Saskatchewan debentures 


4 in return for the ones which have matured, 


5 
Borrowing Problems of Saskatchewan Local Governments 
6 
7 73% The Government of Saskatchewan is concerned not only with its 
borrowing programmes but equally so with those of its local governments. 
8 
About 30% of government capital expenditures in the Province are made by 
9 local governments, and many of the social capital facilities - schools 
10 and hospitals, roads and streets - are financed in good measure by them, 
We turn, therefore, to their borrowing problems before making our recom-~ 
11 
mendations for enlarging the flow of capital to the Province and its 
12 
local governments, 
13|| 76, The difficulties which these bodies encounter in the capital 


14 markets can be illustrated in three ways: the lack of interest most 


investment dealers have shown in marketing their bonds; the higher rates 


of interest paid by these compared with roughly similar local government 


units in some other provinces; and the difficulty of marketing the bonds 


17 || outside of Saskatchewan, despite the higher rates, 


18 Ale Until recently most of the debenture issues from school units, 
towns, and union hospital districts which were marketed by investment 
i dealers, were handled by one or two firms in Saskatchewan and one in 
20 Toronto, Only rarely were other Toronto or Montreal dealers interested. 
Jf 78. Interest rates are high: currently, for example, Saskatchewan 
2 school units, towns, or union hospital districts would pay, in eastern 
markets, about 6% to 6%% for 15-year serial bonds, If rates are high, it 
23 
almost certainly follows that a good many investors are reluctant to 
24 purchase the credits involved. There is a widely held impression that 


95 || this is so: certainly the advice of a number of investment dealers, and 
the pressures upon the Provincial Government to purchase local government’ 


bonds have tended to support this view, 
Te Any explanation of these difficulties is necessarily conjectural, 


28 || but there are likely three factors: Saskatchewan local government units 
29 


30 
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are not large nor are they well known outside the Province; their issues 

are small and therefore of minor consequence to many investment dealers; 

and many investors seem uninterested in Saskatchewan municipals because of 
the unhappy experiences of the 1930's, It is acknowledged that these 
problems have not been as acute during the past two or three years, More 

and more investment dealers are taking an interest in Saskatchewan municipals 


and gradually the credits are becoming better known in financial circles - 


particularly union hospital districts and school units, But there is room 
for a great deal of improvement 

80, The marketing difficulties here described cannot be said to 

apply to the debenture issues of cities or of city school districts. There 
are exceptions: the cities which defaulted during the 1930's or early 
1940's are having a very difficult time in re-establishing their credit, 
They have tended to borrow in foreign markets, and the Province has supported 
their bond issues substantially, 

81. It was in light of the difficulties experienced by most of our 
local governments in finding a market for their bonds, at a reasonable 
price, that the Province embarked upon a policy for purchasing their deben- 
tures, Under this policy the Government purchases up to fifty per cent of 
the debenture issues of the local governments which are encountering 
difficulty in marketing their bonds. This excludes the purchase of city 
debentures, except where a city has defaulted in past years, and except 
where we want the bonds to balance the municipal section of Government in- 
vestment fund portfolios. The local governments to whom this general ''deben- 
ture purchase policy" applies include school units and districts (other 
than city school districts), union hospital districts, rural and urban 
municipalities (other than cities), agricultural conservation and deve lop- 
ment districts, and rural telephone companies, 

82. Under this policy, government funds are lending between two and 
three million dollars per year to local governments, Most .loans are made 
through the purchase of securities, though in the early years of the 
Province's school units (a larger unit of local government which replaced 
the smaller school districts) and in the early years of the Municipal Cor- 


poration of Uranium City, direct loans were made from the consolidated fund. 


pemelssb jnemsesvet your o3 oonsupsenoo zonim io stoteteds bog. lisme ons Mf 
to seveced elagtoinum nswelotedene® ot betestedatay mgoek eyotesvnt enue. band 
seandd ject begbslwomlos ef 11 2’ OERL sit 20 ssonstisqxs yqqernu sd3 

s1oM .etsey ssidi to ovd Jesq of 3 gnitub eduos es mesd 3on sved) emeidorg 
eleqisinum cawedatetenc nt testsinit nos gnidsd ors erelaob insnjesval stom bas 
~ esforvis Islonsanti ot nwond tetisd grimossd oss ettbs1> edd yilsubsty brs 
mooy at stgud su@ eatin loodos bar etotuteth Isatqeor notau ¢lisluott16q 
Insmovozrgmi Jo Isob sears 8 402 


ot btse sd sounss bedistsesb sie estalworilib anfisdasm oAT 08 


stedT ,etotaieth Ioedoe yiin to 10 estits lo esueel stujnodeb ond of yiqqs 


| 

| 

| 

| Yfase to e DEOL |d 3 anttub botinalsb dotdw 2eisio odd pretenses tA 
| -tfbets tisdd qnidetidsades-s1 nit omt3 dluotliib y1ev s gnived ors 2! OACT 
| borxogqque es oomtvotl oj bos ,etsdtsm matori mt worrod ot bsbned sven yodT 
| “listinstedue asueet brod todd 
| tuo to teom yd basnstisqxs estiiuottiib od te Sdgil at esw 31 18 
sidsnoecs1: s Js ,ebmod iabsd3 toi Jodram 8 gotbnid nt eg idnemmrevog Teaed 
| -nedebh xisd3 antesioruq 1Ot yotloq s noqu bexisdms sonivorl sii tsd3 oat a6 
| Jo deo t9eq yYITI oF qu esasdorwg inemarovod edi yotlog et dd 19bd8 eats 
auiteisnuoons sts dot dw esnemarevog Iss0l oft to eouest eiusnedes edt 
| vito to seesouuq edi esbulfsxs etdAT .ebnod 1ledd gntisAtream ot yiivollitb 
| 3qsoxus DnB ,etasy Jesq ni betlusteb esd yito s etedw jqsaxs ,estwinsdeb 
| -ni Jnomtssved Yo notsove Isgiotmum old sonslsd o3 ebmod ofd3 iJnsw oe ee 


-nedob'" lanensa etait montw oF einemmtsvog Inn0l siT .eotlolitoq bavi inomteov 


terit0) edotiteib ban etinw loodoe ebylont esiliqqs “vollog sesdoiug sind 
aeday bas Istw ,etotatetb Isttqeod notnu ,(etotrsetb toosloe yaito ned 
~galsveb bne notisvisenos isawaivotige ,(aetsato nsd3 19fj0) estitisqtoinum 
,esimsqmoos snorngqelsi Istut bos ,etoiasetb 3ngm 
brs ows neswisd anibns! sip, abewi inemmtoveg ,yatiog atdgs taba 68 | 
shan sis emsol Jeol ,etnomiteveg Isso! oF rs9y t9q aisllob motilim sexd3 
ef3 lo exssy yliss sda nt dguons ,esitinuose do sesfoig od? dguotds 
bsosiqes dotdw snemmteveg {sc0l Yo tray tegiel s) etinu Loodoe e' sontvord 
-209 Isqtolavl sft Io etasy ylrss ofa nt bus (etatrietb Looroe tollsme od3 


‘ ij he ae 
- baud betabiloenos eda mo1t sham ersw ennol Josrth «YIL9 muinsi~U Jo notjs10q |] 


29 


30 


Nethercut & Young 


Torente, Ontarie A392 
o3. We should explain that local governments choose between two 


methods for marketing their debentures: they may sell them themselves, 
locally, or they may engage an investment dealer for the purpose. If the 
first course is chosen the local governments are required to make every 
effort to sell their bonds in the local communities, and when this has 
been done the Province's Local Government Board recommends to the Treasury 
that it purchase the balance of the bonds outstanding (the Local Govern- 
ment Board is the Province's independent agency for the repulation of 
local government borrowing). Rarely does the Treasury purchase over 

5U per cent of any debenture issue; the average is about 35 per cent, 

The bonds so purchased are then allocated by the Treasury to the various 
government funds or government~administered funds, in accordance with 
their investment policies, 

84, Because of the indifferent success in getting investment dealers 
outside the Province to market their debentures, and because of a desire 
to avoid paying a selling commission, a great many Saskatchewan local 
governments (other than cities) have tended to sell their debentures in 
their own communities, 

85. If, on the other hand, a local government chooses to engage an 
investment dealer to market its bonds, the Treasury will make purchases 
directly from that dealer, providing it is satisfied that a genuine effort 
has been made to dispose of the bonds, Two Saskatchewan investment dealers 
have been highly successful in marketing local government (as opposed to 
city) bonds, in recent years, and the Treasury has been required to buy 
less than 25 per cent of the issues they have handled, 

86. The Province has not undertaken to guarantee municipal securities. 
We have refrained from doing so on several grounds, Firstly, to guarantee 
local government bonds would be to dilute the Province's credit, owing to 
the treatment by investors of provincially guaranteed bonds as provincial 
bonds. The result is that the costs of aggregate government borrowing in 
Saskatchewan - total provincial and local government borrowing - might well 
be higher than the current prevailing average (provincial bonds plus local 
government bonds without a guarantee). If this assumption is valid, it is 


preferable to permit separate borrowing by local governments, admittedly 
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at a higher rate than the Province would pay, and use provincial prants 

as a device for meeting these higher costs. The alternative would be to 
reduce the cost of local government borrowing, by a provincial guarantee, 
increase the provincial costs of borrowing as a result, and then reduce the 
Province's grants to the local governments, 

Bh. There is a second reason that we have not guaranteed the bonds 

of our local governments. Traditionally little government control over 

the extent of local government perenne has been exercised by the provinces 
which do guarantee local government bonds.—! But a provincial guarantee 

is simply a form of grant to local governments, and the least prudent 
municipality is able to extract the largest grant by the simple device 

of a larger borrowing programme We believe, therefore, that provincial 
guarantees should carry with them additional controls over the amounts which 


each local government may borrow in any year. This is a degree of control 


which we are reluctant to impose. 


Provincial and Local Government Borrowing Problems: 


Some Suggested Improvements 


88, We are confident that the Commission will consider thoughtfully 
these problems of junior governments as borrowers. For our part, a number 
of thoughts have occurred to us as to how these difficulties might be over- 
come, Our suggestions fall into five categories: possible improvements in 
statistical data concerning junior governments and the holdings of their 
bond by financial institutions; increased specialization by investment 
dealers in the marketing of local government bonds; alternative methods for 
increasing the allocation of funds by financial institutions to junior govern- 
ments; the desirability of meeting a larger proportion of junior government 
capital requirements from Government of Canada sources rather than from the 
capital markets; and the possibility of federal subsidization of the borrow- 
ing costs of junior government, 


ee oe Jb oe 


7/ llere we are referring to government control as opposed to that exercised 
by local government boards, 
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30 


Bes Our first suggestion is that more statistical data should be 


made available concerning the marketing of provincial and local government 


bonds, and the financial position of these governments, 


Ne 


The provinces and local governments would find it extremely 
useful if all financial institutions were required to publish 
their holdings of securities, and if the names of the purchas- 
ers of new securities issues were made available to them, 
This information would make it possible for the provinces 

who were relatively unsuccessful in having their bonds 

placed with particular financial institutions to approach 
these institutions to enquire as to the steps which should be 
taken to improve their credit rating. 

We would suggest that provincial and municipal statistics 
should be improved. The Dominion Bureau of Statistics is 
doing an excellent job, but inter-provincial and inter- 
municipal comparisons continue to be difficult, We believe, 
for example, that provincial surpluses or deficits should be 
published, as well as the revenues and expenditures (a 

simple matter of subtraction is involved). We bu Rive that 
provincial net debt figures should be published, using as 

the basis for doing so the Federal Government 's form of 
accounts, We believe that the form of accounts used by 
D,B.S. in their publications of municipal financial statistics 
could be improved. 

We believe that statistical data would be supplemented in a 
useful way if more financial institutions were to send re- 
presentatives to visit the borrowers - the provinces and 
municipalities, It has been our experience that when they 
do they develop a much keener insight into the economic 


prospects and the financial management of the jurisdictions 


concerned. 
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Specialization in Investment Dealer Industry 

30, Secondly, we suggest that there may be room for changes in the 
organization of the investment dealer industry, There are some firms which 
specialize in handling municipal bonds, but if our experience is any guide, 
there is room for more. The larger firms tend to handle larger bond issues; 
frequently it is uneconomic for them to underwrite smaller issues, partic- 
ularly when there is an abundance of other business. Between these large 
firms and the very small "'shops'' which promote the stock issues of small 


risk enterprises, there seems to us to be a substantial gap. 


Allocation of Funds to Junior Governments 

Sh Thirdly, we sugpest that consideration should be given to alter- 
native methods for increasing the allocation of funds to junior governments 
by financial institutions, One way of achieving this, theoretically, would 
be for the governments concerned to pay higher rates of interest. But this 
alone would not be sufficient, we think, owing to the conventions of port- 
folio management. What is more, high interest rates may well defer many 
social capital projects which would be of economic advantage to the nation, 
Sb One way of bringing about this shift would be an extension of 
Federal regulation of portfolio management requiring increased investment 
in provincial and local government bonds. An alternative would be to search 
out a system of tax incentives which would encourage financial institutions 
to invest a larger percentage of their assets in provincial and municipal 
bonds. We admit that this course theoretically could reduce the proportion 
of capital available for private industry, but we would not concede that 
this implies a lower rate of economic growth. We have already argued our 
premises: first, that much of the nation's social capital contributes a 
very preat deal to economic growth through a better trained and healthier 
labour force, and second, that social capital is necessary to achieve a 
happier balance between the nation's social and economic development. 

93. The Government of Canada can also assist the provinces in market- 
ing their debentures by continuing to leave a large part of the long-term 


market to the provinces. 
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The Government of Canada as a Source of Funds 


94, Another way of increasing the amount of capital being made avail- 
able to provinces and local governments would be for the Government of 
Canada to increase the amount of capital which it makes available for social 
capital and economic development projects. This is our fourth suggestion: 
that the Federal Government should make available grants and, where appropriate, 
loans to provinces and local governments for these purposes. This, we point 
out, would not constitute a radical departure in Federal policy: the Govern: 
ment of Canada now makes capital available for hospitals (hospital grants), 
university buildings (Canada Council grants), technical and vocational 

schools (Technical and Vocational Training Agreement ), highways (Trans-Canada 
Highway and roads to resources), housing (loans for senior citizens' homes), 
sewer projects (N.H.A, loans). All of these diminish the need for provinces 
and their local governments to borrow in the capital markets. 

SY * We have three proposals: 

i Saskatchewan has proposed, at Federal-Provincial conferences, 
that the area of provincial and municipal financing which is 
removed from the capital markets should be enlarged, Over 
time, chronic deficiencies in social capital have manifested 
themselves, A current and outstanding example is the need 
for schools and university buildings, As these deficiencies 
become apparent the Federal Government should recognize 
that the national interest is involved, and make capital 
available to the provinces and through them to the municipal- 
ities, There is an important reason for saying this, one 
which we have already argued. Many social capital projects 
are not proceeded with because the governments responsible 
are unwilling to assume debt charges which will not substan- 
tially be met from increased revenues. But the economic 
benefits to the nation as a whole may be more than sufficient 
to justify the projects. To finance the grants or loans 
involved the Government would increase taxes (the most 
straightforward way of removing financial requirements 


from capital markets), or borrow (the market would buy 
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Canada bonds instead of provincial or municipal bonds - 
with or without an increase in the money supply), The case 
for federal rather than provincial or municipal taxation 

is twofold, The diversity of tax fields available to the 
national government makes possible a tax structure whichhas 
a more desirable and determinate incidence, Also, the 
exploitation of the nation's tax potential removes the 
regional tax variations which result from provincial ex- 
ploitation of tax bases that vary from region to region, 
The case for Federal borrowing is also twofold. The national 
government would borrow at a single rate for these social 
capital projects, whereas provincial rates would vary (a 
variation which is difficult to justify in the case of 

many social capital needs). Also, the cost of borrowing 
would be lower because of the superior credit rating of 

the Federal Government, 

Saskatchewan has further proposed that special, or addition- 
al, social capital grants or loans should be made by the 
Government of Canada during recessions, A depressed 
economy reflects an excess of productive capacity in re- 
lation to demand, It is usually futile, therefore, to 
attempt to combat a recession by trying to stimulate invest- 
ment in more plant capacity when it is already excessive, 
What must be done is to find the sectors of the economy 
where capital stock is deficient, and induce investment 
there, An area of the economy where capital stock has been 
chronically deficient is the social sector. This being so, 
the provinces and local governments should be encouraged 

to expend their social capital expenditures during a reces- 
sion, either by Federal Government grants, or loans, or 
both. Without assistance, there is small reason for these 
governments to deficit finance to stimulate the economy: 


for them the "leakage'' of the economic benefits is too 
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great, The case for these "cyclical" prants or loans is 
Separate from the case which has just been made; these 
would be cut as economic recovery proceeded, and the prov- 
inces would find it necessary either to postpone new under- 
takings, in order to finance those which had been started 
under the cyclical programme, or to go to the capital markets 
for more money. 

ae Another approach would be to remove from the capital markets 
the financing of a part of provincial expenditures on long- 
run economic and resource development. The case for this 
approach is that it would stimulate expenditures on economic 
development projects which might, from a purely provincial 
point of view, appear uneconomic (the resulting income flows 
being felt in larger measure in other regions), These 
grants and loans could also be varied cyclically. Which of 
these two areas of provincial capital needs - social capital 
or resource development - should be given more prominence 
will depend upon the rate of economic growth, the state of 


the nation's social capital, and other factors, 
P 


Federal Subsidization of Borrowing Costs 


96, A more conventional suggestion for helping the provinces and 
municipalities to meet their capital needs is the proposal that the Federal 
Government should subsidize their borrowing costs. Three alternatives are 
possible: a direct subsidy of interest rates; making provincial and local 
government bonds "tax exempt'' under the Canadian Income Tax Act; or a 

Federal guarantee of the bonds of junior governments, In each case the 
effect is substantially the same: provincial and local government bonds 

are made more attractive to the investor, with the Federal Government bearing 


the cost of accomplishing this, 


% * * ve 


oi. Each of the possibilities here suggested has its own merits and 
our Government would not reject any of them, We would, however, express a 
strong interest in the fourth group of proposals ~ those which involve the 
Government of Canada supplying a larger percentage of provincial and local 


government capital requirements, 
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1 
3 gig PRIVATE AND CO-OPERATIVE BORROWERS 
IN THE SASKATCHEWAN EGONOMY 

3 
4 98, The second major topic with which the Government of Saskatchewan 
5 would like to deal concerns another group of Saskatchewan borrowers - 

private firms, co-operatives, and farmers. Our interest in doing so is 
6 


unambiguous: industrial growth, whether privately or co-operatively 
owned, and the continuing rationalization of the agricultural industry are 


8 essential to the growth of the Province. 


9 
Private Borrowers 
10 
998 During the 1930's and the war, industrial development in Saskat- 
11 
chewan was not extensive. The non-agricultural labour force, for example, 
12 


increased by only 12,000 persons from 1931 to 1946 - from 134,000 to 
13 146,000 .2/ It was around 1950 that production from oil and gas fields, 


from mines and construction, and from the growth of the electric power 
14 P 


industry started an industrial "take-off" in this Province. 

100, We in the Government are keenly aware of the importance of economic 
growth, both to the private and to the public sectors of the economy, and 

17 we have made economic and resource development one of our major concerns, 


We have been encouraged that several elements have emerged to facilitate 


18 

this development, Resource-based industries have been established as our 
19 

dormant resources were discovered, There has developed to the west of us 
20 


a market which balances the market on our eastern flank, and these in 

91|| combination with local markets have combined to encourage small secondary 
industries to establish here. The development of "regional industries" 
has awakened an interest in new possibilities, aided by the freight rate 
structure which unhappily works, at the same time, to the disadvantage of 
24|| the resource-based industries. Further, western businessmen are gradually 
95 || overcoming the "depression out look'' which was the inevitable consequence 
of the 1930's, 


Hares But the growth could be speeded up, and, we are told by our 


friends in private business, it has been hampered by the difficulty of 


28 || 8/ Saskatchewan Economic Review, No. 15, March, 1961, Table 5. 
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2 
obtaining capital for industrial development in Saskatchewan. We are 
3 


speaking here not so much for the resource-based industries, for a great 
4 rany of them are national and international enterprises, but more for the 
5 small and medium-sized seconday industries. 

102, Small firms anywhere in Canada encounter serious difficulties 

in obtaining fixed capital. The chartered banks are not a source of 

such capital, and the capital markets are not geared for small industry. 
8|| Large investment firms are frank in acknowledging that it wouldn't pay 
9 them, nor would it pay the fledgling industry, to try to market very small 
stock or debenture issues. There is always the small "stock operators", 
but these are often of doubtful reputation, Between these two extremes 


11 there exists a virtual vacuum. 


12|| 103. Equally serious, we are told - we do not speak from first hand 
13 experience - is the fact that the financial community is indifferent, 

even skeptical about industrial development on the prairies. A cement 
14 


company, for example, which has been almost a startling success, was unable 
15 | p engage any major investment dealer to handle its securities, The same 
16 || was true of a steel plant, which now gives every sign of being successful. 


In both cases the Government came to the assistance of the companies and 


17 

guaranteed their bonds. Even so no large investment firm was willing to 
18 xs, 

handle these securities, 
19} 104, Investment dealers must, we think, reflect the attitudes of 


99 || investors, It is not surprising that investors think of industry being 
"natural" in central Canada; the external economies of locating there are 
clear, But it does not follow that there are no economies of plant loca- 


tion in Saskatchewan, It has been suggested to us that herein lies the 


23 || difficulty: financial institutions are less familiar with the economics 


of regional industries than they are with the economics of larger indus- 


tries located in Canada's industrial centre. 


105, Small businesses would not be so disturbed about the difficulty 
26 of selling securities to financial institutions if there were a we Ll- 
27 || developed "retail market", particularly for shares. But this seems not to 


be the case, certainly not in Saskatchewan, The individual investor is 
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2 
reputed to be interested in only two kinds of securities: the safe and 
3 


liquid investment, such as government savings bonds, or highly speculative 
4|| stocks, We would guess that this is not the case; the problem rather is 
5 that members of the investment dealer fraternity are not geared for the 
sale of the stocks of small companies where a fair bit of risk may be 
involved, Without sufficient risk capital the fledgling firm must, if it 
is to finance its fixed capital needs, incur heavier mortgage or debenture 
8 || indebtedness than may be warranted. 
106, These difficulties have been aggravated in periods of monetary 
restraint. It has repeatedly been alleged, not alone by Saskatchewan 
firms, that when the chartered banks are forced to restrict credit they 
11} are inclined to act first with respect to smaller businesses and what 
12||might be called poorer credit risks, In a region where small industry 
predominates such a practice affects not only individual industries but 


the region as a whole, 


1OZs The availability of credit from governments has compensated, 
15 || in part, for these shortcomings of the capital markets, In 1947 our Govern- 


16 ||ment established an Industrial Development Fund, which in the past five 


years has lent $4,929,000 to 48 companies, The loans are modest: they 
average about $86,500, For larger enterprises the Government has been 
prepared to lend its credit by guaranteeing the debentures of firms whose 
19 || location in Saskatchewan would constitute a major contribution to indus- 
20 trial development, This has been done in two cases: we guaranteed a 
$5,500,000 bond issue of the cement plant and a $10,000,000 issue of the 
steel plant. 

oe 108. The Industrial Development Bank has also assisted Saskatchewan 


23 || industries, particularly since 1959 when a branch office was established 


in this Province, Before that date all applications for loans were 


processed in Winnipeg, and it is probably no coincidence that mtd: 1959 


loans to Saskatchewan enterprises lagged behind those in other provinces. ~ 


ge 


9/ The following table indicates that the number of loans to Saskatchewan 
firms relative to total loans by the Industrial Development Bank has 


increased since 1959: 
Year ending Sept ,30: 1944 to 1955 1956 1957 1958 1959 1960 1961 


% Of total sl,D.B, ‘Loans 
made to Sask. firms og O73. beg Law i We 3.8 47 


Source: Industrial Development Bank, Annual Report, various years, 
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109, We suggest that these efforts of the two levels of government, 
while extremely useful, have not been enough, A number of possibilities 
present themselves, Firstly in the private sector it would be helpful 

if there were to be developed specialized investment dealer firms, members 
of the Investment Dealers Association, which would fill the gap between 
the larger houses and the stock salesmen, In addition it might be necessary 
certainly desirable, to have established investment corporations which 
would buy the securities of smaller industries and obtain the capital 

for doing so by the sale of the securities of the investment corporation 
itself. Government participation, involving both levels of government , 
might well be necessary, 

LOS In the public sector the Government of Canada might consider 
going into partnership with any province which has an industrial deve lop- 
ment fund, and establish a federal-provincial industrial development bank, 
in place of the two bodies which now exist. Such a bank would be jointly 
managed, and should be in a position to make a larger percentage of its 
loans through the purchase of stock (as opposed to bonds), Further, the 
Federal Government might usefully consider making larger capital contri- 
butions to the regions most in need of industrial development, with lower 
interest rates being charged in these regions, 

a be Whether a federal-provincial industrial development bank were 
established or a private or quasi-public investment corporation, we 
believe it to be important that greater emphasis should be placed on the 
provision of equity capital to small businesses. Were this to be done, 
the fledgling industry would be saddled with fewer fixed interest obli- 
gations, What is more the bank or investment corporation could market the 
shares it owned once the industries concerned had proven to be sound, 

The risk to the individual investor would be reduced, and he would become 
a more active participant in financing industrial development, 

i a We need scarcely add that the Government of Saskatchewan 
favours tax incentives to industries locating in regions where industrial 
development is slower than in the rest of Canada, These would not simply 


be subsidies to the areas concerned, Once an industrial centre has been 
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established there are unauestionably external economies which attract still 
other industries - a trained labour force, specialized industries for doing 
subcontract work, and the rest. The problem is to get the deve lopme nt 
started in the first place, as Canadians should well know from their 
economic history. The benefit to the nation is obvious: a developing 
region requires smaller equalization payments or subsidies - it begins to 


stand on its own economic feet and to contribute to the growth of the 


nation. 


Co-operatives as Borrowers 


L135 The growth of private industry in Saskatchewan has been comple- 
mented by the development of a large number of co-operatives, Some of 
them are quite large enterprises: the Saskatchewan Wheat Pool with assets 
of £$146,818,000, Federated Co-operatives Limited, a wholesaling and man- 
ufacturing co-operative, with assets of $35,303,000, and Saskatchewan Co- 
operative Creameries Limited with assets of $7,628,000, But the majority 
are smaller enterprises: marketing associations (25 of them with average 
net fixed assets of $80,000), consumer associations (349 of them with 
average net fixed assets of $42,600), service associations (543 of them 
with average net fixed assets of $4,900), and production associations (311 
of them with average net fixed assets of $5,700). 

LAS Saskatchewan co-operatives do not usually attempt to finance 
their fixed capital needs by borrowing in the capital markets, Instead 
they rely upon the savings of their members and upon credit union resources, 
The typical co-operative obtains its capital by selling shares to members 
and, where that is not sufficient, by borrowing from its membership. The 
rapidly expanding co-operative may in addition sell securities to its 
membership, and to the public at large (though the latter sales are not 
substantial), 

lls. The second source of capital is Saskatchewan's 280 credit 
unions, which have assets totalling $112,398,000, The credit unions may 
purchase directly the securities (mortgages) which are issued by co-oper- 


atives, but in addition, and more commonly, they may lend part of their 
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2 
assets to the Saskatchewan Co-operative Credit Society, This organization, 
3 
a central credit union for credit unions and co-operatives, borrows from 
4 


credit unions and co-operatives which have surplus savings and lends to 
§|| co-operatives and credit unions which are in need of capital. We have 


seen, in Saskatchewan, in other words, the development of a small special- 


6 
ized ''co-operative capital market", which meets the working capital re quire- 
J ments of co-operative enterprises and some of their fixed capital needs as 
8 well, 
gi 116. These facilities are not sufficient, however, for very large 
10 co-operatives. The Saskatchewan Wheat Pool, for example, satisfies its 
working capital requirements through chartered bank facilities and through 
11 


the sale of money market securities. Fixed capital requirements have been 

12) obtained from members savings, except that governments have come to the 

13 assistance of co-operatives when their initial, or larger, capital needs 

could not be satisfied in the conventional way. This has been the pattern 

of' co-operative financing in Saskatchewan: membership savings plus govern- 
ment aid where large co-operatives require "'take-off" assistance. Contin- 

16 || uing government assistance, we must add, has not been sought by co-operatives: 


they are anxious to proceed, as they put it, on a "'self-help basis", 


thet i fae The Commission may be interested in the form which Government 

of Saskatchewan assistance has taken, In 1931 the Province issued twenty 
19 year debentures amounting to $13,752,000 to pay off loans made by banks at 
20 || a time when the chartered banks were unwilling to renew loans already made 


to meet the Saskatchewan Wheat Pool's working capital requirements, This 


debenture issue was paid off in 1951, Again in 1944 the Government of 


Saskatchewan, in company with Alberta and Manitoba, made loans to Canadian 


23 Co-operative Implements Limited to assist them in purchasing a farm 


94 || machinery plant in Winnipeg, The amount involved was $250,000 and each 


province guaranteed one third of the amount, This liability will be ex- 
tinguished in 1964, In 1954 the Government guaranteed a bank loan of 

$3,000,000 made by a chartered bank to Consumers! Co-operative Refineries 
27 || Limited for the purpose of financing an extension to its oil refinery in 


Regina, This was paid off in 1956, Finally, in 1947 the Province en- 
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acted a Co-operative Guarantee Act, under which the Government guarantees 
certain Co-operative Credit Society loans to ¢O-operative organizations. 
Under this Act 91 loans have been guaranteed, totalling $1,519,000, In 
addition to this assigtance the Government makes loans to the Co-operative 
Credit Society, which relends the money to co-operatives and credit 

unions in need of capital. These are "'call loans" made from the Province's 
consolidated fund as and when it has surplus cash. There is a maximum of 
$3,000,000 on the loans which may be outstanding at any time. 

Wiese Canadian capital markets have not been tested by Saskatchewan 
co-operatives. However, as they expand and as their capital requirements 
increase they may well find it necessary to do so (by the sale of deben- 
tures). There exists, however, a general impression that co-operatives 
would find it very difficult indeed to satisfy their capital needs in this 
way, owing to the attitudes of many investors toward this form of industrial 
organization. If this impression is valid, co-operatives will have to 

turn instead to governments for assistance. 

119, Two forms of assistance are possible: government guarantees of 
bank loans and direct loans. Of the first we have already given some ex- 
amples. As to the second, we would suggest that the Federal Government 

and perhaps the provinces should make capital available to the Canadian 
Co-operative Credit Society, to assist it in making loans to its member 
organizations. This society was formed for this purpose by four provincial 
co-operative credit societies and the following organizations: Federated 
Co-operatives Limited, the Saskatchewan Wheat Pool, Canadian Co-operative 
Implements Limited, the Co-operative Life Insurance Company and the Co- 
operative Fire and Casualty Company Limited, In its initial stages the 
Canadian Co-operative Credit Society may well require more capital than its 
members can provide, and we believe that it would be appropriate for 


governments to assist this enterprise by the provision of loan capital. 


Farm Borrowers 


120; The credit limitations faced by Saskatchewan farmers present a 


unique set of problems in financing economic activity in the province, 
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hese problems stem from the basic conflict between the nature of the 
conomic activity of farmers and their requirements on the one hand and the 
established facilities for, and practices of, providing credit on the other 
and, 

1 Waa A number of major features characterize the contemporary agri- 


Itural industry in Saskatchewan. Agricultural income is still very 


unstable and fluctuates considerably from year to year. Between one half 
nd two-thirds of the ninety-odd thousand farm units are still too small 

o permit economic operations and should be enlarged. Technological change 
nd the requirements of sound farm management have made farming a complex 
usiness, The industry is highly dependent on both demand and supply 
onditions that exist beyond the borders of the province and require 

apid and constant adjustment to changes in these conditions, And lastly, 
probably more than any other industry agriculture finds itself, from time 
to time, in special emergency situations that result from natural dis- 


I avetes and other hazards. All of these characteristics impose their own 


articular requirements on the credit arrangements that should be available 
o farmers but which to a large extent are not. 

22! The credit requirements of farmers may be grouped into three 
eneral classes: long-term credit for farm enlargement and transfer; 
hort-term and intermediate-term credit for working capital purposes; and 


mergency credit needs. We will comment upon each of these in order to 


resent a clearer picture of the farm credit problem. 
‘inno Credit Requirements 
123. In Saskatchewan the major sources of long-term credit are the 


arm Credit Corporation of Canada, the Co-operative Trust Company of 


askatchewan and private individuals, The F,C,.C. provides, under Part II 
f their Act, credit at the rate of 5 per cent up to a maximum of 

20,000 with a repayment period of up to 30 years, Under Part III of the 
ct maximum supervised loans of $27,500 are possible. The Co-operative 
rust Company can make loans of up to $25,000 for 30 years, The interest 
te on these loans (which include a life insurance feature) is 6.5 per 


nt. The Government of Saskatchewan assists the Trust Company in this 
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programme by guaranteeing the "farm credit" securit ies which it sells to 
obtain the necessary capital, and it purchases the securities in an amount 
equal to the total public sales, 

124, In 1960, funds totalling about $50 million were available to 
Saskatchewan farmers for the transfer of farm units and the expansion of 
existing units. This represents only a small part of the $200 million 
estimated by Saskatchewan's Royal Commission on Agriculture and Rural Life 
to be necessary to make even conservative levels of adjustment in the 
industry as a whole. Of this $50 million the F.C,C. provided about $16,5 
million, the Co-operative Trust about $1.5 million and the balance of 
approximately $32 million was put up by individuals or found from other 
sources. This heavy dependence on individual sources and the inadequate 
amounts of credit available have had some unfortunate consequences. It 
has meant, for example, that those parcels which were sold for cash were 
frequently added to farms that were already adequate in size, since it is 
only the successful large scale operators who are able to pay cash. Fur- 
ther, where adequate sources of credit are not available and no purchase 
arrangements can be made with persons leaving the industry, farms are 
rented and become tenant operated, an equally unsatisfactory development, 
The need for greater amounts of long-term credit, then, is one of the 
major needs of Saskatchewan's agricultural industry. 

325, Related to limited quantity of credit available is the security 
that is required. In making loans, the lenders tend to place too much 
emphasis on collateral security and not enough on the character of the 
borrower and the supervision of the loan, It is significant that only 
three, per cent of the F,C,C. loans made in 1960 were "supervised loans" 
under Part III of the Corporation's legislation, The use of this approach 
has not been exploited nearly enough, When it is recognized that minimum 
adequate farm units now require from $35,000 to $50,000 capital investment 
it can be seen that the only conditions under which pag Ye farmers can 
hope to acquire such units would be if the security requirements were 
reduced and more adequate supervision of loans were substituted. We 


would suggest that greater use of supervision is warranted, in any event, 
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1 
2 
by the complexity of the Operation of farms of this scale and by the 
3 


flexibility needed to make necessary adjustments in land use and farm 


4 organization 


5 126. A third difficulty lies in the repayment terms of these 
‘ long-term loans: for the most part fixed annual repayment schedules are 
established, In the case of F.C.C, loans, federal legislation provides 
/ 7 for crop share payments but this provision does not appear to have been 


8 adequately developed. In view of our heavy dependence on grain crops 
9 and of the variability of income from this source, such provisions do not 


correspond to the reality of the situation in which farmers find themselves. 


In periods of crop failure gross cash income even from a two-section grain- 
livestock farm may not be sufficient to cover cash Operating costs and 
12), would certainly not permit the repayment of a loan, What is needed is more 


extensive use of the crop share plan, and, in other cases, flexible re- 


13 
payment terms which would provide for prepayment in good years and the 
14 
deferment of payments in bad, 
15 
Short and Intermediate Credit 
16 
127 The major sources for short and intermediate-term credit are 
17 the chartered banks who provide both regular and Farm Improvement Loans 
18 Act loans, the credit unions, merchants and implement dealers, and individuals, 
128, One of the more serious inadequacies of existing arrangements is 
19 
the difficulty farmers encounter in obtaining credit for developmental 
20 


purposes (for example, the establishment of basic livestock herds) and, 
21 as in the case of longer-term credit, the unsuitability of the repayment 


22 terms involved. At the present time fluctuations in income are accommodated 


by lenders by extending loan schedules, To many farmers the accumulation 
of unpaid interest and principal is a worrisome burden, one which could 

to some extent be avoided by the adoption of new alternatives to the 
traditional fixed repayment term, 

129, Secondly, no provision appears to be made for deferring payments 
in the initial years of a new project, when income flows have not yet been 
fully established and are therefore inadequate to repay the loan. The 


result of present practices has been to limit and discourage the establish- 
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ment of much needed and potentially profitable enterprises. This is the 
primary explanation of why, in 1960, only five per cent of all credit 
extended under the F.I.L.A, in Saskatchewan was for the purchase of live- 
stock. One example of this kind of difficulty is noteworthy. There are 
many areas in 2. 8R90 Adaah where small farmers have access to community 
pasture facilities and native forage supplies but do not have access to 
sufficient credit to start a basic herd, Since these farmers lack the 
collateral security necessary to borrow from banks or credit unions, it 
fwould be helpful if lenders were able to act on the basis of their knowledge 
of the character of the farmer, and were to rely more upon active supervision 
of the loan, (One interesting aspect of this problem results from the 
frequent transferring of bank managers. Often when a manager moves he in ef- 
fect takes the farmers credit rating with him.) 

SO. Another important deficiency in this area is the low maximum loan 
limit of $7,500 under the F,I.L,A. for farm operation and working capital 
purposes (including machinery and livestock). On a minimum economic farm 
unit in Saskatchewan the new value of an adequate line of machinery is 

about $20,000. A good secondary livestock enterprise would require about 
another $5,000, Buildings and improvements, which can also be purchased 
under the F,I.L,A, require an additional $10,000 per farm, It is clear that 
in the early stages of building up a farm the F,1.L.A. loan limit of 

$7,500 is quite restricting. Even for purposes of capital replacement this 
limit is too low. It is difficult for farmers to provide for machinery 
replacement on a cash reserve basis. In years of crop failure or short 
income, depreciation accruals provide an important shock-absorber, In 

fact, postponing capital replacement has been one of the ways farmers have 
absorbed the effects of extended periods of economic pressure. As a con- 
sequence the situation has often arisen where farmers find they must replace 
their entire line of machinery. In view of the scale of investment required, 
$7,500 is too low a limit to meet their needs; $10,000 would be a more nate 
istic level. In the case of credit unions, the 221 that now exist in rural 
Saskatchewan could assist materially if the Federal Government were to 
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Emergency Credit 


Pe Emergency credit is one of the pressing needs in an industry 

so vulnerable to the vagaries of nature. No legislative provisions exist 
for making credit available to farmers who have suffered serious losses 
from such natural hazards as drought, flood, frost, disease, etc. Such 
assistance hae? bean available to farmers in the United States since the 
early days of the Farm Security Act, enacted in the 1930's. If a farm is 
an economic unit and therefore basically a sound hterprise, there is no 
reason why emergency credit to carry the farmer over a disaster year should 
not be considered a secure investment. Such credit would not necessarily 
require close supervision but it would be important to define the emergency 
situations in which it would be made available, and to ensure that it would 
be used to assist only sound farm enterprises. At the present time this 
kind of credit is available only to farmers who have substantial collateral 
to offer as security. We believe that the Federal Government should provide 


or should guarantee loans of this kind. 


Recommendations 
13.2: A number of recommendations emerge from this discussion: 

hi Less reliance should be placed upon collateral security 
for loans, and more upon the character of the borrower and 
the supervision of loans. This applies particularly to 
loans made by the Farm Credit Corporation or guaranteed by 
the Federal Government under the F,1I,L,A, 

2% Alternatives should also be sought for ¢iie fixed annual re- 
payment schedules. These might take the form of flexible 
arranpements providing for prepayment in good years, and 
the more extensive use of the crop share plan, 

By The limit on maximum loans under the F.1I.L.A. should be 
raised to reflect the larger capital requirements of farms. 

4. The Federal Government should guarantee loans by credit 
unions to farmers on approximately the same terms as the 
guarantee under the F.I.L.A, 

5, Emergency credit should be available under certain defined 


emergency situations to help farmers who are known to be 


sound operators, and who have economic farm units, 
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IV, THE INPACT OF GOVERNMENT FINANCIAL POLICY 


IN THE ECONOMY 


13% We would like now to turn from the Saskatchewan to the national 
scene, In speaking as a borrower (Section II of this brief) we as a 
Government have argued that we sometimes feel compelled to limit capital 
expenditures even when the projects involved may be of economic benefit 
in the broadest national sense. This is so because we are forced to act 


as an "enterprise"; as such we are unable continuously to assume increased 


debt charges to finance projects the economic benefits of which flow beyond 


our borders, and the revenue returns from which are, to us as a Government, 
uncertain, This is true over time, but it is even more clearly so during 
weurciic recessions when capital programmes should be accelerated, not 
retarded, If provincial governments thus act as "enterprises" only, 
Canada's full economic potential will not be realized, and the provinces 
will fail to play the co-ordinate role they should in government counter- 
cyclical fiscal planning. 

L34, Capital spending plays a very important role in determining the 
size and rate of growth of the national income and, as a consequence, its 
timing is of great economic importance. When the economy is slack it is 
desirable to accelerate the pace of social capital construction and to 
finance proportionately more of it by borrowing. When the economy is under 
pressure, capital expenditures should be tapered off or postponed, and 
proportionately more should be covered by current revenues, 

TSS, The Government of Saskatchewan attaches paramount importance to 
the maintenance of full employment in the Canadian economy at large. In 
1961 the Canadian economy could have produced approximately $3 billion more 
than was produced. It is because of the enormous wastes that are involved 
in unemployment such as this that we must emphasize that a primary object 
of governmental policy at all levels must be to keep the Canadian economy 
operating at full employment, bpepinais! government s cannot escape the 
fact that fluctuations in the national income have very serious effects 


upon their revenues, and, as a consequence, upon their tax levels and/or 
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the development of their services. We note, for example, the tax increases 


which the provinces found to be necessary during the past three years, at 
a time when the per capita G.N.P. (in constant dollars) was static: six 
provinces increased their sales tax or imposed one for the first tim; 
seven increased their gasoline taxes; three increased their income taxes; 
and property taxes rose across Canada. Even acknowledging that a fair 
proportion of these increases resulted from expanded services, it is 
revealing to compare. these tax rises with the more stable provincial tax 
levels that prevailed during periods of economic growth (when services 
also were being increased) We know that the fiscal and financial policies 
of governments can be powerful weapons in preventing such fluctuations. 
The budgetary expenditures of the Government of Saskatchewan, in the 
current fiscal year, will amount to about $150 million. This sum, which 
is less than one-half of one per cent of the Gross National Product of 
Canada, is too small to serve as a lever upon the national income, but the 
expenditures of all Canadian junior governments taken together are more 
than 12 per cent of the Gross National Product and consequently are much 
too large to be disregarded in this connection, 

136- The necessity for participation by all levels of government in 
counter-cyclical policy is illustrated by Table 2,. During the decade of 
the 50's there has been an important change in the relative importance 

of expenditures by the three levels of government, In 1951 the Federal 
Government accounted for almost 66 per cent of all government expenditure, 
By 1960, the federal share had fallen to 55 per cent while the provinces! 
share had risen from less than 20 per cent to more than 25 per cent, and 
the municipal from less than 15 to over 19 per cent. This increase has 
been steady, and indicative of the increasing responsibilities of 
provincial and municipal governments. The junior governments now have 
control over about half of all public expenditures, and if they do not: 
follow counter-cyclical fiscal policies, they may thwart any attempts 


on the part of the Federal Government to moderate the business 
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Federal. 


(Thousands of Dollars) 


4,963,062 


8, 320025% 
4,191,058 
4,237,094 
4,209,204 
4,314,846 
Cf eH O12 HOW 
5,056,908 
5,400,540 
5,644,500 
De OO, 200 


(Thousands of Dollars) 


456,432 

580,290 

806,544 

923,310 
1,056,983 
1,143,296 
1,256,418 
1,336,624 
1,402,625 
1,547,026 
1,746,132 
1,969,807 
2,281,427 
2,568,735 
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NET GENERAL EXPENDITURE 


Table 2 


Provincial 


376,146 


1,052,173 
1,182,677 
1,229,752 
1,349,385 
1,538,695 
l,732,282 


1,981,954: 


2 162, 779 
2,495,195 
2,684,772 
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Expenditure Less 


Debt Redemption 


6.6 


19,6 
18,8 
197.0 
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AN, 
22% 2 
2342 
23.6 
254.0 
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Table 3 


Gross General 
Revenue 


501,041 

594,633 

794,911 

870,480 
1.021, 22:7 
1,153,422 
1,260,411 
1,387,340 
1,480,579 
1,575,412 
1,784,387 
1,988,747 
2,270,363 
2,517,215 


- ALL GOVERNMENTS IN CANA 
After Elimination of Inter~sovernmental Transfers 


(For the Fiscal Year Ended Nearest to December 3h) 


Municipal 


343,420 


786,098 

907 ,379 
1,010,176 
1,121,860 
1,172,745 
1,314,028 
1,498,311 
1,589,007 
1,831,034 
2,009, 569 
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and Expenditure 1945 and 1951 to 1959, October 1959, 
1956 to 1960. 


2S - ALL PROVINCES 


Surplus 


10,126 
3,993 
50,716 
77,954 
28, 386 
38,255 
18,940 


: Dabed s Firenctat Sear tne tes of Provincial ho abate 


Revenue and Expenditure, Actual, various years. 


Total 


5,682,628 


5,358,522 
6,281,114 
6,477,022 
6,680,449 
7,026,286 
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9,152,326 
95,970,729 

10,496,241 
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cycle, Because the provincial governments have been assuming a larger 
share of government expenditures, it is important to know whether their 
fiscal operations have tended to stabilize the economy or not, A brief 
examination of total annual provincial revenues and expenditures over this 
period should help to form at least a rough idea as to whether provincial 
fiscal policy has operated in the most desirable way oe 

is wae Table 3 shows the provincial revenues and expenditures and 

the total annua | provincial surplus or deficit since 1946, We may compare 
this with the phases of the post-war business cycle in Canada, According 
to Professor Hood's submissions to the Senate Manpower Committee, Canada's 
economic activity has experienced the following turning points in the post- 


war period. 


Table 4 


POST WAR TUR) 


YING POINTS IN CANADIAN ECONOMIC ACTIVITY 


Character of 


Year Quarter Menth Turning Point 
1946 First February Trough 

1948 Fourth October Peak 

1949 Third September Trough 

1953 Second April Peak 

1954 Second June Trou gh 

1957 Second April Peak 

1958 Second April Trough 

1960 Second April Peak 

1961* First March Trough 

*The final turning point is not included in Prof, lood's table. 


During the 1946-48 recession, provincial fiscal operations moved in the 
right direction but did not exert a positive stabilizing influence on 
the economy until towards the end of the recession. During the 1953-54 
recession, the effect of provincial policy was decidedly pro-cyclical, 
During the third recession it was mildly counter-cyclical, During the 
intervening periods of expansion, the record was similarly uneven. Over 
the whole post~war period the net effect of provincial fiscal policies 
has been mixed, and on the whole hardly satisfactory for a sector of the 


economy of such importance. 


10/ The only data available for such a study are the comparable public 
finance statistics published by D.B.S, and the techniques employed by 
D.B,S. in developing these statistics should be borne in mind, For our 
purpose the Gross General Revenue and Expenditure concepts are mast 


appropriate, 
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1 
2 
38s Neither has federal fiscal policy been en irely satisfactory. 
3 
There has been a series of deficits which undoubtedly have served to offset 
4 


in part the slump in economic activity, but these have not always been 

5|) well timed, nor have they always been planned, The 1957-58 deficit, $39 
6 million, was not sufficient to counteract the recession of that year. On 
the other hand the deficits in the recovery years of 1959 and 1960 were 


very large. Then in 1960-61 a $12 million surplus was forecast; it was the 


8 recession of that year that largely created its own deficit. 


9}. 
Table 5 
10 
Government of Canada 
11 E 9 Ft 
Budgetary Revenues, Expenditures and Surplus or Deficit 

12 (In millions of dollars) 
13} ... 

Fiscal Year Budgetary Budgetary 

Ended March 31 Revenue Expenditures Surplus Deficit 
14 

1956 4,400.0 GSS E Aa 3e)5! 
15 1957 5 ell06 «dS 2uo4o. ea 

1958 5,048.8 5,087.4 38.6 

1959 4315467 5,364.0 609.3 
16 || 1960 5,289.8 570269 413.1 

1961 SrOl tel 5 £9584 1 340.4 
17 


Source: Department of Finance, Public Accounts of Canada 


18 || We are not arguing that simple series of surpluses am deficits is 
19 sufficient for an economy whose rate of growth is persistently slow. 


What we are suggesting is that Canada is not using with sufficient 


20 

vigour or imagination, nor selectively enough, the arsenal of the tax, 
21 expenditure, and monetary policies available, 
Oo) 169 The principle of counter-cyclical government budgeting is 


one of unquestioned importance - one that must be applied at the 
provincial and local levels, as well as at the federal level of govern- 
ment if we are to achieve a healthy and stable economy. The Government 
of Saskatchewan is prepared to co-operate with a policy of counter- 
cyclical management of capital formation and government financing, but 
the proper leadership for this must come from the Federal Government, 
Counter-cyclical actions are essential in the sphere of monetary policy 


as well. When the economy is under inflationary pressure, borrowing 
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should become more difficult and interest rates should rise; the converse 
should occur in times of unemployment. The responsibility for bringing 
aboutsuch developments in the capital markets belongs to the Federal 
Government and to the Bank of Canada which is (or should be) the monetary 
arm of the Federal Government. 

140, We appreciate the fact that counter-cyclical monetary policy 
means that in times of pressure we, as a junior government, will find that 
borrowing is more difficult and more costly. ‘We do not object to this: 

on the contrary, we welcome such a policy, and would like to carry the 
matter further by means of federal-provincial co-operation in anti-infla- 
tionary fiscal and financial policies. The other side of the cyclical 
pattern is not to be neglected, however, and, if post-war Canadian ex- 
perience and trends are a reliable guide, we may in the future have to be 
more often concerned with problems of unemployment and slow economic 
growth than with the problems of an inflationary economy, 

141. In times of economic slack, borrowing should be made easier, 
interest rates should be low, and social capital expenditures should be 
encouraged, Monetary policies and fiscal policies should work together 

to promote economic growth and high employment. In this connection, we 
must register our strong dissatisfaction with the monetary policies of 
the past few years. The Canadian economy has been in a continuous state 
of unemployment since 1957 and yet we have experienced high interest rates 
and conditions in the capital markets that have made borrowing difficult 
as well as expensive. This policy may well have slowed down the pace of 
capital development by junior governments, and this at the very time 

that economic sense called for its acceleration. 

Lae We have already referred to the necessity of taking into account 
the full benefits that accrue from government capital expenditures in 
evaluating the contribution they make to tue economy, This is especially 
important if we attempt to design our social capital expenditures oropeeiel 
to work on a counter-cyclical basis, In a period of unemployment and 
lagging economic growth, these expenditures not only create desirable assets 


and give employment in an immediate sense but they also have considerable 
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secondary effects on the economy. The incones created directly by these 
expenditures are largely eter by their recipients and add to the 
demand for final goods and services in a widespread fashion throughout 
the economy, Also, the direct capital expenditures are demands for 
capital equipment which may, in certain sectors of the economy,. cause 
further capital expenditures in order to create the productive facilities 
necessary to satisfy these demands. Capital expenditures, as the economist 
put it, have secondary "multiplier" and "accelerator" effects and their 
total contribution to expanded demand in a period of unemployment may be 
several times their own amount, 

Le In a period of unemployment it is therefore highly desirable 
that governments should expand their expenditure programmes and undertake 
deficit financing, While it is true, in a primitive sense, that such 
deficit financing is highly likely to produce expansionary effects upon 


the economy almost regardless of how the deficit is accomplished, it 


would surely be a condemnation of our governmental skill if we could to 


nothing more than produce indiscriminate deficits at such times. The 
Government of Saskatchewan holds the view that periods of slack in the 
economy should be seized upon as an opportunity to accelerate those project 
of social capital formation which are so much in need, Many of these pro- 
jects are under the aegis of provincial and municipal povernments, but the 
greater financial power and flexibility belongs to the federal government, 
We urge, therefore, the necessity of federal-provincial planning and co- 
operation in the fields of counter-cyclical budgeting and social capital 
development. 

144. In the case of counter~cyclical expenditures the extra-provin- 
cial impact of our activities in the province is perhaps clearer than in 
other cases, but the point we are making here has a wider application 

than the question of economic stability alone, Junior governments are 
responsible for the financing of many activities which Jus of broad 
concern to Canada at large. In a good many of these areas the federal 
government has already accepted a measure of co-ordinate financial re- 


sponsibility, for example, education, health, and housing. 
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145, What is needed is a new departure in this area of joint respon- 
sibility, especially insofar as it concerns capital construction projects 
The provinces and the federal government should plan their programmes ahead 
and they should co-operate together both in the planning and in the executio 
of these programmes. In order to promote this co-operation and co-ordin- 
ation, the Goledcrmanit of Saskatchewan has frequently suggested over the 
past several years that permanent machinery be established for federal- 
provincial research, consultation, and ede Specifically, what we 
recommend is that a permanent committee of Ministers of Finance and Provin- 
cial Treasurers be established, to meet at least once annually for the 
purpose of reviewing the needs of the economy and the financial policies 
suggested by the economic trends. Every year in early December, at about 
the time most budgets are being considered, this Committee would sit down 
to review the performance of the national economy and its regions, and to 
consider alternative forecasts as to how it will perform in future months. 
Weak spots in the economy, by industry and by region, would be identified, 
Then the impact of these trends upon government finances, and the impact 
of government finances on the trends would be considered, The effect of 
alternative government policies might be weighed, and the appropriate 
"public policy mix'' discussed, The Committee would be assisted in its 
work by an existing committee of senior officials - the Federal-Provincial 
Continuing Committee on Fiscal and Economic Matters, 

146. Out of these meetings would emerge not agreements on budgetary 
policy, for ministers of finance could scarcely commit their colleagues 

in such matters, but suggestions as to the direction which financial 
policies might usefully take Such deliberations would unquestionably 
influence, we think, the formulation of provincial budgets, for provincial 
ministers are just as anxious to act intelligently, and in the interest 

of their own and the national economy, as are federal ministers. We 
freely admit that as a Government we have found the exchanges of views 
between our officials to be most helpful, and we believe the time has come 


to give these discussions additional point by establishing formal machinery 


for ministerial consultation. 

ll/ See, for example, the presentation of Premier T. C, Douglas to the 
Federal-Provincial Conferences of 1955, 1957 and 1960, and the submission of 
the Government of Saskatchewan to the Senate Committee on Manpower and Ciu- 
ployment, 1961. This development has also been urged in correspondence. 
between the Government of Saskatchewan and the Government of Canada, 
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2 . 
147. It would not be suf ficient simply to consult in these matters 
3 however. There should be developed, when necessary, federal-provincial 
4 counter-cyclical programmes and projects, jointly agreed upon, and these 


would have to be made financially viable. It is for this reason that we 
suggested earlier federal government contributions to the provincial- 
municipal projects are involved. These would be embodied in two programmes: 


7 special grants or loans to finance additional social capital projects when 


8 the economy is operating below capacity, and an acceleration of projects 
under a continuing federal-provincial economic development programme. 

Junior governments would be unable fully to participate in national economic 
planning unless such aid were available, and what is more, inefficiency and 
se distortions in the structure of capital formation will result if. the 
provinces are required to operate on an independent and purely competitive 
basis in financing these projects. 


148, We do not wish to leave the impression that we believe that 


14!) fiscal planning alone is required to achieve stable economic growth, 

15 There are other equally important economic policies which must. be examined 
by the Federal Government. For example, it seems to us that a re-evalua- 
tion of tariff policy, long a chosen instrument of Canadian economic 
policy, is overdue. Canada's tariff policy cannot be based upon any 

18} notion of economic isolationism; for many reasons we must concern our- 

19 selves with opening the channels of world trade. Our resources industries 

depend upon the freest possible trade. The "rationalization" of Canadian 

industry will most likely be achieved by a gradual and progressive lower- 
ing of the tariff walls which have tended to produce a structuring of 


industry not suited to Canadian markets. Lower tariffs would tend to 


stimulate growth in income in the economic regions most in need of 
development; this in turn would tend to stimulate growth in regional 


markets and in regional industries. 


149, We believe, too, that careful thought should be given to 
Canada's exchange rate policies, An uncertain policy - an exchange rate 
that is neither fixed nor free - can only result in a lack of confidence 


in Canada's economic management. This could lead to damaging speculative 
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capital flows. Furthermore, it could diminish too much the capital inflow 
upon which much of Canada's development has depended, and our freedom to 
employ domestic policies to stimulate the economy could well be obstructed. 
On both counts economic growth would be retarded, For our part we are 

not as fearful of foreign capital in Canada as some others seem to be: 

by any meaningful measure (for example, as a percentage of G.N.P.) Canada's 
payment of interest and dividends abroad is lower today than in the 1930's 
or the years before World War I. Nor are we fearful, as long as our rate 
of economic growth is slow, of a monetary policy which exerts its influence 
in the direction of greater liquidity in the economy, What is to be 
feared, we think, is the emergence of an intractable situation in which it 
becomes difficult to employ expansionary policies at home, because of 
balance of payments difficulties induced by a lack of capital from abroad, 
ESO. These are some of the problems with which the federal authorities 
must grapple. As a provincial government we do not have the competence to 
suggest solutions, nor is it in our province to do so, We simply point 

out that effective economic planning requires not only co-ordinated 
federal-provincial fiscal planning but effective monetary and trade 


policies as well. 
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V, FINANCIAL INSTITUTIONS AND CAPITAL MARKETS 


LD; In Parts II and III of this brief we commented on the problems 
of Saskatchewan borrowers - government, co-operative, and private. We 
have not presumed, in so doing, to give a catalogue of rigidities and 
imperfections in the capital markets; there are others more competent to 
make these judgments than are we. lowever, there are certain aspects of 
financial organization which we feel to be of unusual importance to the 


Canadian economy, and pon which we should like to comment, Our interest 


-as a provincial government in these matters is very real, though it is 


not different in kind or degree from that of other institutions or individ- 
uals who are concerned with the structure of our financial institutions 


and markets, 


The Concentration of Financial Institutions 


1526 The structure of banking and other financial institutions in 
Canada is a highly concentrated one, As a result of the bank mergers of 
the past several years we now have only eight chartered banks in Canada, 
some of which are much larger than others, The three largest banks now 
account for about 70 per cent of total chartered bank assets, There are 
a larger number of trust companies but, again, a small number account for 
the bulk of their total business, The four largest trust companies have 
about 70 per cent of total trust company assets, In addition there are 
close connections between each of the large chartered banks and each of 
the large trust companies, so that trust companies and banks in Canada 
cannot really be regarded as financial institutions that are independent 
of one another, Mortgage loan companies display a similar degree of 
concentration. Seven companies account for virtually all of the total 
assets of such companies and the four largest make up about 90 per cent 
of this total. Life insurance companies are somewhat less .concentrated 
than these other institutions, but only relatively speaking, The five 
largest life insurance companies in Canada have almost half of the total 


Canadian dollar assets of all life insurance companies, It is clear that 
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all the important segments of the financial community where (non-corporate) 
4 savings are collected are characterized by a high degree of concentration 
5 of enterprise. The growth of mutual funds in the past few years and of 
pension funds in the near future will very likely have the effect of 
channelling an even larger portion of personal savings into such institutions 
and will thereby add further to the economic significance of this concen-~ 
8 tration We do not raise these points in order to argue the merits of 
9 small financial institutions against large ones but in order to point out 
that the channels through which investment funds flow in Canada are subject 
to large and growing rigidities. 
1 Wiss ie The financial institutions are restricted by law in the use they 
12]| may make of their funds, Most of them are greatly restricted as well by 
13 conventions of their own making and these may be equally inflexible and un- 
responsive to the changing needs of the economy, The structure of our 
financial institutions, taken together with their practices, is not ideally 
suited to the needs of a dynamic economy. The flow of savings should be 
16|| able to change more easily than it does in Canada to serve the prowtites 
points of the economy and to service those areas (such as the social capital 
area) where investment is most needed. 
154, To the extent that the flow of savings is less flexible than it 
19 might be because of legal restraints, the concentration of these institutions 
20|| is not a relevant concern, But we feel sure that the conventional rigidities 
are equally important and these are directly related to the number of in- 


dependent centres of decision that exist in the field of finance, The 


Government of Saskatchewan holds the view that changes in the law govern- 
ing those institutions are desirable but even more necessary is that their 
actual practices, within the law, should be given more vinicana liters ol 
direction into desirable avenues by the federal government and the monetary 
authorities. In this connection we would argue for the extension of the 
statutory sphere of influence of the Bank of Canada beyond its present 


constituency, the chartered banks, to encompass all major financial in- 


stitutions that are important in collecting and allocating investment funds. 
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Pensions Financing 


[555 One of the major financial developments of the past generation 
has been the growth of savings in the form of pension contributions. Even 
with the rise of government non-contributory pensions, it seems apparent 
that larger “o larger numbers of people will wish to accumulate further 
pension credits by means of contribut ions during their earning years. The 
flow of savings emanating from this source in the future could well be 
very large and may even, in time, dwarf other forms of personal saving, 
LOG. A great deal of discussion has taken place in recent years 
concerning the financing of contributory pensions. The Government of 
Saskatchewan is of the opinion that government should take an active role 
in the development of pensions schemes, A joint federal-provincial con- 
tributory pensions plan should be established to which both levels of 
government, employers, and employees should contribute on a compulsory 
statutory basis. This compulsory plan should be for the purpose of estab- 
Ptics an adequate level of pension benefits for all Canadians at age 

65 with an adequate minimum being payable without reference to contribu- 
tions. The pensions paid should carry an index provision which would 
cause them to vary with the consumers' price index. As and when price 

and productivity levels rose, the contributions would rise correspondingly, 
and they should be sufficient to meet the escalated pensions. We regard 
this last provision as very important. The pensioner must be protected 
against the monetary erosion of real values. In our view only a govern- 
ment operated pensions plan could undertake to provide this protection, 

1S We do not advocate that private financial institutions should 

be restrained from offering their own pension plans for sale, We are of 
the view, however, that this is a field in which a government agency can 
Operate more efficiently and more comprehensively than private institutions 
can and since this is a matter of general economic and social interest, 
government should not be backward in entering the field. The Government. 
of Saskatchewan offers its co-operation to the other provinces and the 


Federal Government in developing the pensions programmes we suggest, 
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> The Constitution and Powers of the Bank of Canada 
3 158, The disagreement between the former Governor of the Bank of 


4|) Canada and the Minister of Finance, and the events which culminated in the 

resignation of Mr. Coyne, raise some questions concerning the constitution 

of the Bank of Canada that should be carefully considered by this Commission. 

For our part, the Government of the Province of Saskatchewan has always 

7 assumed that the Government of Canada is responsible for monetary policy, 

8]|| It is neither feasible nor desirable to regard a central bank as autonomous 

in the development and implementation of the nation's monetary policy. 

Monetary policy is one of the important instruments available for promoting 

the stability and growth of the economy and it must be employed in close 

11) co-ordination with other governmental techniques and powers, under the 

12 direction of the general economic policy of the government, Confusion and 
ambiguity was permitted to enter this important area by the Minister of 
Finance's repudiation of responsibility for monetary policy. This was a 
most unfortunate development which legislative provisions should prevent 

15 || from occurring again. 

16 1397 The central bank statutes of most other countries make plain 

the fact that the policy of the bank is the policy of the government, In 

some countries, the United Kingdom. for example, important changes in 

central bank policy are announced in the name of the responsible minister 

19|| in order to make this fact crystal clear, Many central bank statutes 

have specific clauses which bind the bank to accede to any directive given 


to it by the government. 


160. The Bank of Canada Act, in its present form, is an exceptional 
central bank statute in this respect for it says nothing and does nothing 
to assure that the policy of the Bank will be that of the Government of 
Canada and that the Government will publicly accept responsibility for 
this policy. We will not discuss here the various devices that might be 
adopted to rectify the situation for we are confident that ‘this Commission 
will make a thorough examination of these alternatives. Nor do we wish to 
make a specific proposal in this regard, but we urge most strongly that 
this Commission should recommend changes in the Bank of Canada Act which 


would remove any ground for ambiguity in this important matter. 
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Lod. The powers of the Bank of Canada are, by literal interpretation 
of the Act, rather restricted by comparison with many other central banks, 
Open market operations, the variation of bank cash reserve requirements 
and the setting of Bank Rate are the important specific powers which the 
Act now gives to the Bank of Canada, Of these three, the second has never 
been used, and the third has been virtually sterilized as an effective 
instrument of monetary policy by the Bank's adoption of a floating Bank 
Rate. The Bank has certain powers however, which are not specified by 
statute, but which spring from the general influence a central bank can 
bring to bear on the financial community. For example, the adoption by 

t he chartered banks of a minimum liquid assets ratio in 1955 was initiated 
by the Bank of Canada and carried into effect on the basis of the general 
influence and powers of the central bank, without specific statutory 
authorization, It now appears to be an established fixture of chartered 
bank practice but it still lacks any statutory basis, Similarly, the 

Bank of Canada has no legal authority to control the lending practices of 
the chartered banks but it has in fact used its general powers of inf luence 
or "moral suasion'' to induce an alteration of these policies on a number 
of occasions in recent years. 

162. Considered in the aggregate however, we do not feel that the 
powers of the Bank of Canada, both statutory and non-statutory, are 
sufficient to the performance of modern central banking tasks. Specifically, 
these powers appear to be deficient in two respects. First, modern monetary 
management requires that the central bank should be able to employ devices 
which are able to vary the impact of its monetary policies on different 
sectors of the economy. This is not a question of discriminatory versus 
non-discriminatory monetary policies for ''general'' monetary policies can 
be and often are highly discriminatory as among geographic regions, 
industries, size of businesses, etc, The question Lee stieract, “OmLy 
whether the impact of monetary policy, which is varied snd heterogeneous 
in any case, should be haphazard or designed in its actual impact, The 
Government of Saskatchewan is of the view that the Bank of Canada must 


play an important role in national economic planning and that instruments 
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of policy which are highly flexible and capable of heterogeneous impacts 
upon the various sectors of the economy should be added to the Bank's 
armament, Accordingly, the Government of Saskatchewan urges the Bomntseion 
to consider carefully those central banking techniques which have these 
qualities, aeWan for example, central bank calls for "special deposits" 
from chartered banks and other financial institutions, powers to. impose 
floors and ceilings on the difficult categories of credit extension, etc. 
L63, The second major deficiency in the powers of the Bank of 

‘Canada is that it has no direct control over the non-bank financial instit- 
utions, These institutions may not have appreciable powers to create new 
means of payment in our economy, and if one regards the whole task of 
central banking as that of governing the size of the money supply, there 
would be no need to extend Bank of Canada powers beyond the chartered banks, 
In our view, however, a modern central bank has, and will increasingly 
have, to concern itself with matters other than the simple size of the 
money supply. The flows of savings and investment that take place in 

the economy must, as we have argued elsewhere in this brief, be an increas- 
ing concern of the federal government, The non-bank financial institutions 
play very important roles in these savings-investment flows and should be 
brought under the influence of the central bank. The Government of Saskat- 
chewan suggests therefore that this Commission should recommend an exten- 
sion of the powers of the Bank of Canada to encompass in effect, all 


institutions that are substantial collectors and distributors of private 


savings, 
Co-operative Financial Institutions 
164, In recent years there has been a considerable growth in the 


development of co-operative financial institutions of various sorts, 

Credit unions, in particular, have emerged from their infancy, and are 
coming to occupy an increasingly significant role in the economy, We 

look forward to the further growth of these institutions, not only because 
we are convinced that they can perform important financial tasks efficiently 


but because we believe it to be important in itself to extend the co- 
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perative idea into the field of finance, The development of these in- 
titutions will spread an understanding of financial operations and manage- 
nt much more widely throughout the community, This contributes greatly, 

e think, to more informed and rational evaluation of our financial system. 
65: The Government of Saskatchewan has actively supported the deve lop- 
ent of co-operative financial institutions in the province and we are very 
8 leased with the results of these efforts over the past several years. 

here are now some 280 credit unions in operation in Saskatchewan, with 
56,000 members, assets of $112 million, and loans in force of about 

66 million, The Saskatchewan Co-operative Credit Society, to which we 

ave already referred, acts as a clearing house to receive money on deposit 
rom member credit unions and co-operatives, and to make loans to its 


corporate) shareholder members. In 1952 a Co-operative Trust Company 


as established for the purpose of making long-term mortgage loans to 


ndividuals, of preparing wills and managing estates, and of serving as 
nother repository for the savings of co-operative and credit union members. 
66, Our experience with these co-operative financial institutions 


eads us to believe that there is a real role to be played by such instit- 


17 
tions in practically all areas of finance. We recommend that the 
18 
ederal Government should recognize this development as a significant and 
19 esirable one. Ve suggest that this Commission should recommend to the 
20Hederal Government that, by appropriate legislation, it should encourage 
are unions and other co-operative financial institutions, 
22 
Government Financial Institutions 
23 
67. Closely related to the development of co-operative institutions 
24 
ils the growth of institutions sponsored by government. The Federal 


25¢overnment has already undertaken significant activity of this sort 
26 rough the establishment of the Central Mortgage and Housing Corporation 


d the Industrial Development Bank, In Saskatchewan, we have also con- 
27 


tiributed to the growth of such institutions by the establishment in 1947 


a the Industrial Development Fund, 
29 
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168. These government institutions were established to correct some 
of the deficiencies of the private capital market of which we have spoken 
elsewhere in this brief. We believe that further development is needed 
here. Government sponsored institutions in the fields of industrial risk 
capital, small business capital, and consumer credit should be studied by 
this Commission with a view to improving the allocation of capital funds 


in Canada 


Disclosure of Financial Facts 


L6G’, It can scarcely be argued that producers and consumers are unable 
to perform their tasks efficiently if essential facts are not available to 
them. There is one area in particular in which those facts are denied. 
Many of the contracts which the ordinary individual engages in, either as 
borrower, or lender, are ones in which the most essential fact of all - 
the price - is either hidden, or stated in a misleading fashion. 

170. The person who purchases a savings type of life insurance policy 
does not know what rate of interest is being paid on his savings. The 
person who borrows from a personal loan or finance company or who enters 

a conditional sales agreement with a merchandiser often does not know the 
true rate of interest he will be paying. The rates of interest charged by 
some of our chartered banks on personal loans are sometimes stated in 
terms which may be misleading. We regard this as not only unfair to the 
consumer who, typically, cannot work the complicated mathematics necessary 
to determine the interest rates in such cases, but a disservice to the 
economy. If the price system is to play a role in the allocation of funds 
it is essential that all borrowers and lenders know what the prices 
actually are, 

sg We recommend, therefore, that this Commission should study the 
various interest formulas that could be used in various lending and 
borrowing transactions and determine which are most suitable to different 
cases, The selected formulas should be made obligatory for all who engage 
in borrowing-lending contracts and it should be made an offence not to 
display prominently on all such contracts the rate of interest embodied, 


as calculated by the authorized formula. 
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Repulation of New Security Issues 


Lge ae We would like to comment on one further point, which we believe 


may come under the terms of reference of this Commission, The raising of 
capital by the issuing of new securities is a very important process in 

an economy, The prevention of nefarious practices in this area is important 
not only from the standpoint of protecting investors, but for the more 
strictly economic purpose of improving the capital investment process, 

The various provinces, Saskatchewan among them, have attempted to render 
these undesirable practices illegal and to police the activity of new 
security issues in order to make the law effective, The Government of 
Saskatchewan is of the view that legal restraints and policing of this 
matter in Canada are, however, insufficient, Our international reputation 
has suffered from our laxity in this regard and damage is done to the 
economy from the resulting inability of good projects to acquire capital 
in legitimate and respectable ways. We feel that the time has come for 

the Federal Government to give leadership towards the development of 
uniform and effective provincial legislation, and if necessary to legislate 
in this area. 

173% We therefore suggest that this Commission should make specific 
recommendations concerning the law relating to new security issues, and 

its administration or, failing that, that it should recommend that study 


of this matter be undertaken at an early date by another body, 


174, We as a Government, in common with other borrowers and lenders, 
look forward to the Commission's analysis of the capital markets and the 
flow of funds, For it is difficult enough to function intelligently in 

the capital markets without the added impediment of inadequate information 
as to their structure and functioning, This we hope will be one of the 
major contributions of the Commission: to inform the people of Canada 

as to how their savings are being managed - be they individual, business 

or government savings - and to ensure that such information is made avail- 


able on a continuing basis. 
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Ninnipeg, Manitoba, 
Monday, April 9th, 1962. 
--- On resuming at 9:30 A.M, 
THE CHAIRMAN: :| will now call the meeting to order. 
| may say that we appreciate very much having present 
this morning the Premier of Manitoba. The Honourable Duff Roblin, 
to present the submission on behalf of the province. 
| consider it a great honour to have Mr. Roblin here 
to assist us in this matter and may,| say that we have all read the brief 
and find many points of interest in it which we will discuss following 
the presentation of the summary. No doubt there will be a number of 
questions that we will ask and discussion will ensue if that is satisfactory 
to you. 
So if you will therefore proceed, | understand that you 


are to read a summary of your submission. 


SUBMISSION OF THE GOVERNMENT. OF 
THE PROVINCE OF MANITOBA 


APPEARANCES 


Hon. Duff Roblin - Premier 


Mr. R.M. Burns - Deputy Provincial 
Treasurer 


HON. DUFF ROBLIN: Mr. Chairman, members of the 
Commission, may | first of all offer you a warm welcome to the 
Province of Manitoba and express our real interest in. having you 
conduct this hearing in the province and our conviction of the vital 


importance of the job that has been assigned to you. 
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May | say that we approach you with some diffidence 
because we are aware that in our own field of necessity it is largely 
a regional one and many of the things we have to say could be described 
as nothing more than opinion because we are conscious of the lack of 
statistical and factual material that we would wish to see with respect 
to some of the problems which interest us. 

So we fell that what we have to say will be largely an 
impression that we have gained through our consideration of these 
problems and we have no inclination to be dogmatic about the 
suggestions we make or our analysis of the problems before you. 

| do, however, feel that we will have put forward our 
best opinions on the problems which we are jointly interested in. 

| wonder, Mr. Chairman, if you would allow me to refer to 
the brief itself rather than to the summary because | feel that that would 
be more advantageous from our point of view in presenting some of the 
points that are of concern. | do not propose to read the introduction 
which is, | believe, largely self-explanatory but | would like to read 
some paragraphs in the rest of the brief because there are some of them 
upon which | would like to make a comment as we proceed. So if that 
would be agreeable with you | would like to follow that course. 

Taking Chapter | with respect to the financial requirements 
o regional development in Manitoba | think that that is a chapter which 
does not need to be read in full. | would merely like to say that as 
you can see one of the major areas of concern with us is the capital 
investment programme of the province and its municipalities with respect 
to what we term social capital. By that name we mean investments in 
schools, roads, bridges, waterworks, sewers, hospitals and universities 
and also our various credit institutions which we believe to be absolutely 
essential and which we believe we must carry forward regardless of 


other considerations , that in this field of investment as far as the 
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province is concerned we have here really left the door open for changing 
the programme but that as long as children insist on growing up, and they 
do, we are going to have to provide the schools and universities for them 
ond that as long as our communities expand we must then bend every 
effort to provide those facilities by way of social capital. We also point 
out that we have responsibilities in the field of public untilities -- 
hydro and telephones. They are a large consumer and it is not pertinent 
to consider anything but making those investments which the extension 
of the demand requires; otherwise, we will not have them functioning, 
the communications, power and other things if private enterprise is to grow 
and flourish. 

| think, gentlemen, all of this chapter pretty well sets out our 
aims in this matter. | myself found out it was of some interest to note that 
out of a capital requirement of some $390 million ,. the provincial 
government and its municipalities would use about one-third, $130 
million, which indicates the importance of the capital investment programme 
in the economy of the province and our very large interest in having 
reasonable supplies of capital available. | will go into this in a little 
more detail later on. 

| would like to start reading at Chapter Il, if | may, dealing 
with requirements for balanced regional development. 

"The growth and expansion of the national economy 

in the Canadian Federal system must be based on the full 
utilization of the human and physical resources of each 
of the regions in the country. To date, however, economic 
growth in Canada has been such that optimum development 
within each region has not been achieved. Historically, 
for a variety of reasons, the economic development of 
Canada has tended to concentrate in the central regions while 


the development of the outlying regions -- 
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1 based primarily on exploitation of primary resources -~ has 
2 tended to be imbalanced. A more balanced growth of the 
3 various regions of Canada is essential. 
4 Certainly a pre-requisite of efficiency in this area 
5 is flexibility. There is a need for any organization to meet 
6 and to react positively to change. There are many ways to 
7 an objective, some better than others. If one organizational 
8 structure or policy works well in some circumstances, it may 
9 or may not work as well in others. If we are operating a 
10 banking system in the 1960's that was essentially conceived 
i1 in the 1860's , we are imposing unnecessary and unreal istic 
12 obstacles to progress. 
13 Admittedly, the banks have changed. Their 
14 ! policies have shown flexibility and practical facilities have 
15 been altered and expanded. But we have to ask, "Has the 
16 banking concept -- even the philosophy of finance -- kept 
17 pace with the changing reality of mid-20th century economics? 
18 Have we come as far as is practicable with a system founded 
19 primarily on a philosophy that security was comprised of 
20 carefully protected capital ? Can we continue to judge the 
21 soundness of investment in large part by the degree to which 
AC 
22 risk can be minimized? 
23 Ne suggest that our organizations for regional 
24 development must meet the need for new approaches and 
25 new techniques. We must express in these organizations new 
26 philosophy imposed by the new facts of our economic existence. 
27 The risk lies in standing still. 
28 Responsibility will as always be a pre-requisite . 
29 In fact, what we really seek is extension -- growth -- rather 


30 than replacement of the financial apparatus. We would not 
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1 wish to lose the essential stability that has marked Canada's 
2 financial system. We have in the past accomplished much 
3 within our financial framework -- albeit with special and 

4 prolonged extra=national capital investment. Our basic 

5 approach now to the stimulation of the necessary balanced 
6 growth in Manitoba is through public investment and support, 
7 and through provision of a sound basis and climate for 

8 effective private activity. 

9 Five critical areas in sound development of our 
10 Province are northern development, the rationalization of 
11 resource industries in settled areas, the promotion of 
12 secondary industry, rural! industrialization including the 
13 provision of agricultural credit, and the special financial 
14 problems of small-business enterprises . 
15 If balanced growth is to be achieved, it is necessary 
16 that the potential profits be attractive in all sectors and for 
17 this reason enterprisers must have ready access to capital at 
18 reasonable interest rates and on terms that enable them to 
19 retain control over capital under the inevitable stresses of a 

development stage. It is important to remove as many obstacles 


as possible from the path of development. 

It is the policy of the Federal Government to foster 
and facilitate the development of the human and natural 
resources of Northern Canada. These northern regions 
constitute a vast physical and economic frontier whose 
development is of importance to the nation and to balanced 
regional and provincial economic growth. In co-operation 
with the Federal Government, a number of the Provinces, 
inluding Manitoba, have instituted similar programmes for 


the development of their northern regions. In fact, in terms 
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1 of actual execution of the national policy, the Provinces 
2 are the principal instruments. This is an enterprise imposing 
3 immediate and long-term obligations on the financial resources 
| 
| 4 of the Provinces, with the return to be expected only over the 
. 5 longer period. 
6 Mining and metal-processing activities have led to the 
7 growth of several flourishing new. communities in Northern 
8 Manitoba but the region's economic resources. remain only 
9 partially developed. 
10 While it is recognized that-risk capital is, essential 
11 to such development of natural resources in Canada, we have 
12 not yet been able to develop those large pools of money within 
13 our own boundaries from which such risk capital can be drawn 
14 in the amounts necessary to maintain economic growth at a rate 
15 experienced since the War. The shortage of risk capital 
16 from Canadian sources for investment in resources and industrial 
17 enterprises is all the mare acute in the case of investment in 
18 Northern Canada because of the special conditions and high 
19 costs of development imposed by distance, climate’and terrain. 
20 The result has been a heavey dependence on foreign capital 
21}, which has in turn influenced the nature and pattern of 
; 22 development. Such investment has been geared primarily 
23 to the iy raw materials to export markets 
24 ind not to the processing and fabrication of these materials. 


it has also resulted in the development of isolated. pockets 


of such resources in the absence of a broadly integrated 
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27 domestic industrial base. 
28 We would urge that the Commission give special 
29 emphasis to a review of the availability, adequacy and 


30 provision of risk capital from Canadian sources for investment 
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in the northern regions. And by the provision of risk 

capita! we do not mean the encouragement of unthinking 
speculation of the kind that has existed in past years. It is 
our view that the financial institutions in Canada must accept 
a greater share of responsibility for facilitating northern 
development through the mobilization and provision of 
Canadian savings for these purposes. The conditions attendant 
on northern development may well require the establishment 
of special funds and institutions to facilitate research and 
development and to supplement and encourage application 
from individual sources of private funds for these purposes. 

It is idle to object to outside capital if we are’ unwilling 

to assume the same responsibilities ourselves. 

As the result of changing technologies and increasingly 
competitive markets, the primary industries in the more broadly 
settled southern areas of the Province are ina state of 
transition. The situation -- beth economic and social -- 
is particularly critical in the "problem" areas of the 
Province -=- the Interlake area, South-east Manitoba and the 
area immediately west of Lakes Manitoba and Winnipegosis. 
These are areas which were given over to agriculture prior 
to adoption of scientific land-use techniques and their 
marginal return has always been low. The effects of 
quickening technological change and of the depletion of both 
land and forest resources are most severe: Very low levels 
of per capita income, and labour surpluses, make local 
solutions difficult. The primary industries of agriculture, 
forestry and commercial fishing in these areas require re- 
organization and consolidation. Asa result of these measures, 


the labour force employed is likely to decline further as 
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specialization occurs thus adding to the existing surplus 
labour for which alternative employment must be found: 
Governments have assumed o major role in planning 
for the more efficient use of the resources in these areas. 
But the government programmes in themselves cannot achieve 
necessary economic development and the creation of the 
necessary job opportunities. There are special financial 
requirements and the most important of these is the need for 
capital on attractive terms -= and in relatively ‘small 
packages ~~ to induce the establishment of processing and 
manufacturing industries in these regions. These must be 
industries that will utilize the indigenous labour and natural 
resources. The provision of this capital may == as with 
northern development -= require special agencies or programmes 
to supplement the operations of existing public and private 
institutions. To complement the provision of capital on 
reasonable terms, considerationshould be also given to special 
incentive programmes for industries establishing in these areas. 
Basic conditions which place persistent obstacles 
in the way of continuing development and growth in an area 
such as Manitoba are those associated with limited access 
to capital and with instability of’control over capital by 
enterprisers. These factors limit entry, expansion and growth. 


The Government of Manitoba is concerned that promising 


new businesses and expanding enterprises be provided with 


a fair competitive position. " 


| will skip one or two of these paragraphs, Mr. Chairman. 


"It is our philosophy that Government has a 
responsibility fo create the conditions wherein the type of 


industry described will develop in‘an atmosphere conducive to 
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1 its success. The Government of Manitoba has devoted a 
| 2 good dea! of energy toward this end. However, both the 

3 Government and entrepreneurs interested in developing 

4 secondary industries and ancillary service enterprises in 

5 these non-urban areas have found that the policies and 

6 practices of existing financial institutions are geared’to 

7 serving larger urban centres. The difficulties of rural enter- 

8 prise seeking to obtain capital from the existing institutions 

9 at reasonable rates has led the Provincial Government and the 
10 local rural communities to establish their Own special 
11 institutions for this purpose. 
12 In relation to the terms of reference of this 
13 Commission, we define small business as any enterprise whose 
14 needs for equity and foan capital are too small either to 
15 interest the investment sources or to be marketed publicly. 
16 Of al! secondary manufacturing industries in “Manitoba, over 
17 seventy-five percent have less than 15 employees and firms 
18 with more than 500 employees account for only one percent 
19 of the establishments and less than twenty percent of total 
20 employment. When it is considered that about eighty percent 
21 of the Province's manufacturing industry serves only the Prairie 
22 regional market and that over forty percent serves only the 
23 Province of Manitoba, it is apparent that small firms will 


continue to have a dominant position in the economy of this 
region for the foreseeable future. 

Enterprises in this range have no ready access to the 
new issue market for equity capital and have difficulty 
in securing term bank credit or in persuading institutions 
to provide debenture capital =~ much less equity participation. 


These difficult! es, we believe, are related to the smallness 
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1 of the enterprise, to the degree of risk involved ard to the 

2 relative inability or unwillingness -- perhaps through lack 

3 of knowledge -~ of many private institutions to make facilities 
4 and funds available to them. 

5 While some constructive steps have been taken, 

6 institutional facilities haye not developed sufficiently in 

7 Canada to supply adequate equity and loan capital to small 

8 business. Because of the lack of financing facilities, small 

9 business has only been able, on the whole, to secure equity 

10 and loan capital in an erratic, unorganized fashion. 

11 Furthermore, in the absence of a sensitive market for funds 
12 available to small business, there is no assurance that society's 
13 limited supply of capital savings is being invested where it will 
14 be most productive in a regional context. The commercial 
15 banks, finance companies and factors are doing a better job 
16 of supplying small business with short and intermediate term 
17 credit than formerly. Our concern is, however, that there are 
18 still critical problems. Much more must be done. For example, 
19 small business has greater need for long-term equity capital 
20 than for loan capital. Moreover, this type of financing 

requires not only adequate facilities, but also special methods 


of determining credit rating and fund application. 

The Manitoba Development Fund and the Community 
Development Corporations. were established in an endeavour 
to meet in part the special small firm requirements. The 
Federal! Government has recently broadened the foeiriin 


activities of the Industrial Development Bank. The enactment 


of and the pending amendments to the Small Business Loans 


Act are other positive Federal steps. 


It is our view, however, that, although the public 
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1 sector can thus serve partially to meet the capital needs of 

2 small business, further action is required. We would 

3 emphasize the impracticality of any approach that does not 

4 make full provision for the utilization of private initiative 

3 in the solution of economic problems involving private 

6 activities. We may as public authorities prime the mechanism, 
7 but the principal thrust should be found in the stimulus:of 

8 private organization, and in the sustaining energy of private 
9 enterprise. It may well be that some greater degree of co- 
10 operative effort between public and private capital must be 
11 devised. 

12 Chapter Ill == The Role of the Private Sector in 

13 Organization of Developmental Capital: In the main, there 
14 are two principal sources of investment funds inthe private 

15 sector. The internal savings of industrial and commercial 

16 undertakings have provided an increasing fund through which 
17 capital expansion has been financed. The second source 

18 is that part of the savings of individuals and corporations that 
19 is available either for debt financing or for equity investment. 
20 It is on this volume of earned savings that we must depend, 

21 if we exclude the creation of credit through monetary policy 
22 and the banking system. 

23 The Commission might well wish to consider whether 
24 or not the tendency of business to retain an increasingly large 
25 share of its earnings as undistributed profits -- ostensibly to be 
26 ploughed back into capital expansion -- has not on occasion 
27 resulted in a diversion of funds from ultimate objectives which 
28 might have been more to the advantage of the economy. This 
29 may well be one cause of excess capacity that develops from 


30 time to time in some otherwise profitable industries. lf could 
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be more to the national advantage economically if the 

judgment of the market in such matters were allowed greater 

play. This situation exists in limited degree only, in Manitoba, 

if at all. However, we are concerned, for the more capital 

that is diverted to uneconomic expansion elsewhere, the less 

there is foreconomic expansion here." 

| think | should say, Mr. Chairman, that we approached 
this particular suggestion with a great deal of caution. We feel, for 
example ,that probably thestatement has little relevance to small busiress 
or medium sized business, whocertainly require all the capital they can 
manage to accumulate, and we are not at all certain that our observations 
are really accurate with respect to the various large organizations as well. 
There might be a few to whom it applies, probably more in the United 
States than here, but we merely offer it as a field which could profitably 
be explored, but we would not like the Commission to feel we -had 
any fixed or determined opinion on this, because in our opinion we have 
not sufficient facts on it other than topoint it out as a field for 
discussion . 

One of the main sources of capital 

for local or regional development must be in the savings 

of our people. With the great spread of institutionalization 

of savings in recent years --- 

That surely, Mr. Chairman, is one of the hazards of public 
life, to run across a word like that. 

--~ this has become a restricted field in which to seek 
support -~ particularly for small operators. Where this pool 
dries up, small business must inevitably suffer for, as we have 
noted, it is not in a position generally to use the facilities 
of the public issues market and must rely on private 


arrangements, government-supported plans, or the banking 
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system. The last is properly effective only in the short run. 
To an increasing extent, this may account for the 
tendency for control of industry to concentrate. Just as 
we have had to face the problem of absentee control of 
Canadian industry from the United States, many regions 
in Canada are experiencing a growing loss of local control. 
A "branch office" climate for business is emphasized. It is 
one with which we are only too familiar in Manitoba. 
Even were we able to form any firm impression of 
the extent of private capital available for investment in 
the Province, it would be necessary to draw some conclusions 
as to what choices would be made as between equity and debt 
investment. We would have to make inferences as to the 
choices between local investment and national or inter- 
national direction of the available funds. These matters 
could profitably be the subject of a good deal more study 
than has been advanced to date, on the evidence of the 
limited statistics available. What we can say is that we 
believe a principal solution for problems of private 
regional financing is, in an important part, one of better 
distribution of available capital -- perhaps even more than 
of increased volume for investment. The problems of 
regional development are exaggerated and made more intense 
by the present capital fund distribution. We are not 
proposing that the Canadian economy could or should be 
deliberately decentralized or that size and concentration 
should be considered bad in themselves. But we 
emphasize our previous suggestions that some greater 
consideration must be given to the smaller enterprise 


attempting to operate away from the centres of financial 
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1 control. It is our view that this is.a situation with 

2 implications -= both economic and sociological -- requiring 

3 urgent consideration. 

4 Private institutional investment sources -- which 

5 include life insurance companies, trust companies and mortgage 
6 and loan companies -- now operate under legislation which 

7 is very specific as to the nature of investments that may be 

8 made by the institutions. Equity or risk capital. is actually 

9 made available in relatively small amounts, and then only 
10 to firms with long histories of good earnings. Trustee 
11 responsibilities preclude al! but the strongest credit risks 
12 and consequently only large businesses have these sources of 
13 capital open to them. Under these circumstances, most 
14 Manitoba firms in the development stage cannot look to these 
15 sources for funds. We do not wish to labour this point, but it 
16 deserves consideration. 
17 A significant criticism of the insurance companies in 
18 particular has been that they have been reluctant to take any 
19 substantial equity position. 'hey have tended to prefer safe 
20 and relatively certain investment such.as bonds and mortgages. 
71 Of course; the insurance companies are limited by law as to the 
22 kind and amount of common andpreferred stocks which they 


can include in their portfolios. Even here, however, they 
have frequently followed a far more conservative policy 

than that dictated by the legal limits and, while the factor 

of relative earnings will account for some part of this ror 
it is not the whole answer. 


The Winnipeg investment community inevitably suffers 


by comparison with financial centres of Eastern Canada. The 


"branch office" climate is most evident and there are only 
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limited underwriting facilities -- either staff or capital -- 
among the Winnipeg investment dealers. Here is a symptom, 
if not a cause, underlying the difficulty encountered in organ- 
izing private capital participation in our regional development. 
We are not at all sure that the barriers to improvement are not 
more psychological than practical. We seem to see a lack 
of focus on regional opportunity among private organizations. 
Perhaps the lack has been inevitable in the climate of financial 
centralization, but this is no reason why it should continue . 
We readily concede that there are problems and 
difficulties to be overcome in any attempt to improve the 
organization of private development capital potential . 
While no quantitative estimates are readily available as to 
size of holding, the private investor in Manitoba may be 
presumed to be a significant source of potential development 
capital. However, an impression persists that capital held by 
individuals wil! be very cautiously committed to development. 
As a result, this sector is not as active as it might bein the 
fostering of economic growth within the Province. In many 
instances, the Manitoba investor prefers his Credit Union or 
Government Bonds -~- witness the interest in Manitoba Savings 
Bonds -~- or investment in his own enterprise, whether it 
be a farm or a business. The Manitoba investor has not been 
exposed to the same volume of mining or oil issues as have 
his counterparts in Alberta and Ontario -= and this may be 
all to the good. Still, he seems to be reluctant to P an 
equity position in new industrial.enterprises and in particular 
in enterprises which have a "local industry" development 
flavour, Savings are often placed with national institutions 


whereby the money may well be applied in some other part 
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of the country. We believe this reluctance to participate 
may be more the result-of limited experience in investment 
matters rather than any conscious unwillingness to participate. 
There seems to be a fertile field for private initiative here. " 
Now, Mr..Chairman;il would like toisay something about the 
chartered banking system in Chapter IV: 

‘The Canadian banking system has developed along 
traditional British lines with a strong central bank anda 
limited number of large, nationwide chartered banks, each 
with many branches. This has inevitably led to a concentration 
of power and decision-making in Eastern Canada where the 
head offices of the central bank and the chartered banks are 
situated. Even though there is no deliberate intention of 
neglecting the financial needs of the Atlantic Provinces and 
Western Canada, the chartered banks are far more likely to 
be responsive to the needs of industry in the area in which the 
head offices are situated. 

As Manitoba is primarily an area with a very high 
proportion of smal! and growing businesses, the role of the 
chartered banks is extremely important to the economic develop- 
ment of the Province. While the chartered banks appear 
generally to have met the needs for short term credit in a 
satisfactory manner, a review of their activities in the Province, 
however, suggests that the following matters warrant further 
enquiry. We do not suggest that these comments can be unique 
or newly presented to this Commission. We can do no more 
than confirm what we would assume other regional submissions 
will attest! 

The chartered banking system's national outlook and 


centralized contro!, and by tradition its policies and practices 
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1 in general, have not favoured balanced regional growth 
2 in Canada. The chartered banking system has been 
3 comparatively slow in adjusting to the changing needs of the 
4 various regions, particularly in respect of sucha transitional 
5 economy as that of Manitoba. 
6 The chartered banks contend that their lending policies 
7 are uniform ~~ that from the policy point of view there are 
8 no variations in lending activities regionally or by kind and 
9 size of industry. This uniform policy is usually summarized 
10 as being one within the limits of the banks! financial resources 
11 and commencurate with a desire to extend short term credit 
12 to any credit-worthy borrower who can provide reasonable 
13 security. It is not often made explicit that the bank's 
14) knowledge of the borrower is necessarily an important factor 
15 in determining his credit rating. 
16 We accept the contention of the banks that they 
17 attempt to implement this policy on a uniform basis by 
18 province and industry. However,’ within this framework there 
19 are possibilities that the uniform policy will operate with 
20 some uneven incidence. Statistically, factors that might 
21 prove this point include the fact that the financial resources 
22 of the chartered banks are not completely within their control -- 
23 that often the dictates of national monetary policy operate 


to curtail their activities. The banks now operate with a 

6 percent interest rate ceiling, which sometimes means that 
credit has to be rationed other than on a price basis. Although, 
with respect to small loans, there has been a suggestion that 
this ceiling is "circumvented" by various techniques of 
installment or service charge arrangement, the principle 


stands in that there is this basic element of inflexibility in 
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1 in the rate structure. 
2 The application of "blanket" policies cannot have a 
3 uniform impact in each region. For the transitional economies 
4 with a high proportion of small business, and where few 
5 alternative sources of capital funds are available, the effects 
6 are most significant. To promote balanced regional develop- 
7 ment in Canada, it is therefore important to investigate the 
8 means whereby the needs and problems of the various regions 
9 in Canada will receive due consideration in the central 
10 formulation of policies by the chartered banking system. 
il Recognition of the fact that the requirements of the different 
12 parts of Canada are not always the same seems essential 
13 to our economic progress. 
14 Further enquiry should be made into increasing the 
15 effectiveness of the fixed capital! oans made by the chartered 
16 banks under the auspices of such legislation as the Smal! 
17 Business Loans by the Export Credits Insurance Act and the 
18 National Housing Act. Such long term financing is of 
19 particular importance to Manitoba. .The present administration 
20 of these loans has been hampered toa certain extent by the 
21 lack of adequate publicity, knowledge and experience. There 
22 would seem to be even further room for expansion, particularly 
23 in the area covered by the Smal! Business Loans Act and in 
24 export credit financing. 
25 We have been handicapped by the lack of statistical 


information in respect of the regional activities of the banking 
system. Just as the chartered banks advocate clearer and faster 
communications with the Bank of Canada, the nation has a right 
to expect the type of information from the chartered banking 


system that will enable appraisal of the effectiveness of that 
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1 system in serving the needs of the various regions in Canada. 
2 We would suggest that such useful data might include 
3 classification -= with adequate safeguards for the confidential 
4 status of individual transactions of course -- of loans by 
5 regions, by size of loan, by purpose and by size and type of 
6 borrower. Such information could be supplemented by reports 
7 from other financial institutions which are assuming increasing 
8 importance, and these in turn should be regionally oriented. 
9 At present, without adequate information, it is difficult to 
10 appraise even the limited performance permitted under present 
11 regulations and policies of the banking system as suppliers 
12 of capital for regional development in general and for small 
13 business in particular. 
14 Canada is rather unique in that its commercial banks 
15 have such large savings deposits. In the United States, for 
16 example, time deposits comprise only about one-quarter of 
17 total commercial bank deposits. About one-third of the 
18 savings in that country are in mutual savings banks rather than 
19 in commercial banks. Statistics suggest that a large part 
20 of Canadian savings deposits might be terms "inactive" from 
21 the depositor's viewpoint. The Bank of Canada statistics 
22 used to carry an estimate of "active notice deposits" which 
23 comprised public notice deposits other than estimated quarterly 


minimum balances in personal savings accounts and non- 
personal notice deposits. At that time, it was estimated 
that roughly five-sixths of notice deposits were relatively 
inactive in respect of depositors’ activity . 

It would appear largely unnecessary for the Canadian 
chartered banks to carry securities of a highly liquid nature 


against the relatively inactive portion which, it we apply 
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1 the five-sixths figure to current personal savings account 

2 deposits of $7.8 billion, amounts to some $6.5 billion. 

3 If one deducts the total of ong term credit items 

4 granted under such acts as the Farm Loan Act, the National 
5 Housing Act and the Smal! Business Loans Act and similar 

6 arrangements and also the 15 percent liquidity reserve from 
7 the $6.5 billion odd of savings the longer term use of which 
8 depositors show no great disposition to discourage, there 

9 remains something inthe neighbourhood of $4 billion in these 
10 savings deposits quite reasonably available for longer term 
11 lending. It is suggested that some greater part of these funds 
12 might be segregated and used in part at least for long term 
13 investment in municipal and school debentures. While many 
14 of the medium sized and larger cities have no difficulty 

15 in marketing their debentures, it has been long recognized 
16 in Canada that the small and less well known municipalities 
17 experience varying degrees of difficulty. It is not that 

18 these communities are poor risks, but rather than the 

sl ordinary channels for financing municipal and school district 
20 debentures are not geared to process their relatively small! and 
21 often unknown issues. 

22 According to the 196! Annual Report of the Bank of 
23 Canada, the estimated net increase in outstanding securities 


of municipal governments amounted to some $252 million in 


1961. The proportion borrowed by smaller centres would not 


be overwhelming, we suggest. While we acknowledge the 
part that banks play as members of purchasing groups for 
muricipal securities, it could be suggested that the banks 
would not only be doing themselves a service through investing 


in these relatively safe, high yield securities, but would also 
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1 be assisting Canada in expanding necessary municipal 
2 social capital. The method of uniform annual payments cover- 
3 ing principal and interest == the means frequently used in 
4 issuing municipal and school debentures -= is ideal for 
5 investment from a revolving fund, which the commercial 
6 banks would no doubt prefer, since they would be left free 
7 to expand or contract the amount allocated to this municipal 
8 loan purpose. If the Federal Government were to undertake 
9 to give a guarantee of the type given under the Farm 
10 Improvement Loan Act, it is possible that an ieee ee could 
11 be worked out whereby the Provinces would join the Federal 
12 Government in standing behind the guarantee, or by undertaking 
13 to arrange for "withholding" or "trusteeship" agreements 
14 such as are presently in effect on most Manitoba school 
15 securities. 
16 If individual banks were to feel that the setting up of 
17 sections to handle municipal and school financing would 
18 involve disproportionate cost, they might well! look into the 
19 possibility of forming, perhaps with a group of insurance 
20 companies, what is known in the United Kingdom as a 
21 consortium. Under such an arrangement the bank members 
22 of the consortium might take up the portions of the debentures 
23 issues which are of shorter duration while the insurance companie 
24 might acquire the longer maturities. An advantage of the 
25 consortium arrangement would be that regional staffs might 
26 be established to become expert on regional sia cite The 
27 banks could thus gain that degree of specialization, the lack 
28 of which at the present time tends to hamper the marketing 
29 of these. With staff specialization, this very smallness of 


30 issue would become an advantage through the distribution 
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of risk. 

The consortium type of association is, of course, 
transitory and resembles the syndicate type of arrangement 
in which Canadian chartered banks now take part from time 
to time. However, we would envisage the formation of 
something of a more permanent nature so that there would be 
the staff advantages suggested. There exist in the United 
Kingdom two financial organizations which are permanent in 
nature and based on the consortium principle. Mention of 
these will be made at a later point." 

We now turn to some comments about the Bank of Canada. 

"It is not.our purpose to attempt to inform the 
Commissioners of the technical workings of the Bank of 
Canada. Of these they will be well aware. Our purpose 
is to indicate the manner in which the operations of the Bank 
may affect the development of this Province. We will suggest 
some ways and means by which we believe a degree of 
improvement can be attained. 

Essentially the Bank has two main purposes, the 
influencing of the economy through its function as the 
controller of the monetary system and as the fiscal agent of 
the Government of Canada. Both functions have important 
economic consequences for Provincial entities. 

Insofar as control of the monetary system is concerned, 
the activities of the Bank have been directed toward the attain- 
ment of a high, broad national level of activity. We wad 
not argue that this is not reasonable and desirable. The Bank 
is the creation of the Federal Parliament and is the principal 
monetary instrument of the national Government. Nevertheless, 


it is our view that the responsibility of the Bank should not be 
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circumscribed, but that truly national purpose requires 
that it give proper weight to the varying needs of the 
component parts of the country. In short, the Bank should -- 
if it is to promote a@ sound national economy == consider, not 
only the general average of national needs, but the conditions 
of those parts which go to make up the nation. 

We are aware, of course, that adequate attention 
to regional considerations -= apart from the use of moral 
suasion by the Bank of Canada -= would necessitate a're- 
organization of not only central bank activities but also of 
the chartered banking system in Canada. The Bank of Canada, 
of course, does in some measure attempt to take regional 
requirements into consideration in discharging its national 
functions. It maintains regional offices and its Board of 
Governors consists of regional representatives. lt is our view, 
however, that some further degree of decentralization of central 
bank activities is worthy of consideration and that provision 
could be made for a more effective means of ascertaining 
and acting upon regional requirements. We are certain 
that, in this regard, the Commission will be examining the 
operation of the federal reserve bank districts in the United 


States. 


Since the British North America Act imposes such broad 
responsibilities for the development of the resources of the 
individual Provinces upon the Provincial Governments, without 
corollary benefits of financial control, it would appear to 
be appropriate that some degree of effective financial 
influence should be entrusted to representatives in the region. 
Clearly this influence should be subordinated to the central 


necessities of monetary organization and management, but 
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it should be possible for regional needs to be more adequatel y 
reflected in national decisions. 

We note that the regional federal reserve banks 
in the United States are subordinate to the Board of Governors 
of the Federal Reserve System, but they have the right to 
es tablish their own discount rates and elect members to the 
Board of Governors of the system. Though, | believe these 
are subject to review by the Government. They also 
engage in extensive regional economic research both to guide 
their own policies and those of their members and to inform 
the Board of Governors of their special regional needs and 
problems. 

The problems of regional variations of monetary 
palicy in any national state will be recognized to be 
difficult ones. But it is our view that these have not received 
sufficient attention in Canada. It has been all too easy to be 
content with the statement that monetary policy is a blunt 
instrument, rather than make any positive attempt to find 
improvements, if not in the policy itself, at least in the 
related fields that are subject to regional discretion and 
control. If we are ever to overcome the unsatisfactory variances 
in economic activity in the different parts of Canada we must 
be prepared to accept measures that are not perfect, but 
which are at leastmeasures that move foward the goal of 
more equitable and balanced regional distribution of Canada's 
economic wealth. 

No one would dispute that, within the business 
framework, there are different intensities of demand at 
different times. No banker would consider it reasonable to 


apply the same criteria to every customer who sought his 
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assistance. It is no less true that, in the different context 
of monetary policy, one approach for the whole country is going 
to be right for some regions and wrong for others. It is, in our 
opinion, not too much to ask that a more concerted attempt 
be made to develop a workable system of regional application 
so that our central policy may be implemented in a more 
pliable way and thus more camsistently with the varying economic 
demands of the country's different economic regions. 

The secondary function of the Bank of Canada is to act 
as the fiscal agent of the Government of Canada. This very 
comprehensive activity extends throughout a substantial area 
of financial management, so that, in fact, the Department of 
Finance has now a rather subsidiary part in an important 
sector of this increasingly vital area of Federal Government 
finance. It is interesting to note that the Bank is also 
empowered to act as fiscal agent for the Provinces but has never 
as yet been willing to assume this role. In fact, on one 
occasion we asked'them if they would, and found they were 
not willing to do so. 

While this identity with the central government in 
itself may seem a logical and unobjectionab le aspect of the 
central bank's operations -= one that is found in the practice 
of the Bank of England -- there is one basic point to which 
consideration should be given. The Bank of Canada at 
present is acting for one government in a federal state of 
eleven governments, each sovereign in its own field. The Bank’ 


activities in such circumstances are unavoidably directed to the 


advantage of its principal. For this reason there has been, 
in our view, a noticeable tendency for the functions of the 


Bank as the central monetary authority to be correlated with its 
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functions as the fiscal agent of the central government, 
regardless of how this affected the ten other authorities that 
comprise the over-all government of Canada. This is not 
to say that such single-mindedness would not exist in the 
Department of Finance if it held control of its own financing 
operations, but there, would be an apportunity to condition 
the emphasis through an independent position of the central 
bank. 

We do not argue here that the Bank of Canada's 
fiscal efforts necessarily have been wrong, inefficient or 
deliberately harmful to the Provinces. But it is a frequently 
accepted fact in financial circles that the Bank of Canada's 
interests have inevitably extended almost exclusively to the 
benefit of the Government of Canada without any particular 
weighing of the sometimes conflicting interest of the 
Provinces and their municipalities. Of late this condition 
has been mitigated by some greater consideration for 
Provincial interests , but the practical relief has been minor 
and may. well, be transitory . 

It would seem essential that the Bank of Canada do 
either of two things. It must broaden its activities so that 
its fiscal operations embrace the whole field of Canadian 
governmental finance, without prejudice, or it should with- 
draw from activity associated with fiscal agency and confine 
its activities im neliation to the management of the economy 
to operations in the monetary and banking system wiheue some 

(f 
wider measures of control, involving credit agencies beyond 
4 
the formal banking system, may be required. 
While the Province of Manitoba would be quite willing 


to have a much closer relationship with the central bank than 
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1 is now possible, it does not seem likely, in view of past 
2 history, that this would be generally acceptable. Under 
3 these circumstances, it is our opinion that the Bank of Canada 
4 should relinquish its position as fiscal agent of the central 
5 government, at least insofar.as open market dealings are 
6 concerned, and that this function should be returned to the 
7 Department of Finance In this way the Provinces would be 
8 placed on an equal basis in the money markets, within the 
9 limits of their respective credit standings. As it is now, the 


Provinces find themselves involved in a purely secondary 
financial and fiscal operational role vis=a-vis the central 
authorities. The assumption by the Bank of Canada of the 
position of a disinterested arbiter in the field of public 
finance, would, we believe, be of advantage to the country 
as a whole." 
In the next chapter | would like to deal with some of the 
specialized agencies of development that have been created: 

"The Ind istvial Development Bank, organized in 1944, 
has moved from its original concept as a source of medium 
and long term funds primarily for manufacturing firms, to an 
organizational role designed to fill the needs of all types 
of business enterprise for a variety of capital purposes. The 
growth of the Industrial Development Bank has confirmed the 
existence of the gap in capital financing which it was designed 
to help fill and the response to the recently broadened terms of 
its operations is further evidence that certain sectors of the 
business community are still frustrated by problems of capital 
financing. 

This in turn indicates a need for further extension 


in the Industrial Development Bank's approach. It is suggested, 
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1 for example, that the industrial development agency should 

2 put its prime emphasis on economic development and not on 

3 banking. A review of loan approval ‘by the Industrial 

4 Development Bank in the period 1956 - 1961 and the money 

5 availability during each year indicates -- in examining the 

6 year to year changes and their relationship to alternative 

7 periods of easy and tight money, and tothe demand for funds 
8 over the business cycle -- that the Industrial Development 

9 Bank may to some extent have been regarded as an arm of 

10 monetary policy rather’than primarily as an agent of 

11 industrial development. Such conflict between the interests 
12 of monetary policy and industrial development must be 

13 reconciled if the Industrial Development Bank is to be of 

14 optimum efficiency in achieving its developmental objectives. 
15 The activities of the development banking agency assume major 
16 importance during a period of tight money and it is difficult 
17 to justify any curtailment of these operations during such 

18 periods. If it is @ termined that it may be regarded by its 

19 parent, the Bank @f Canada, as an agent or arm of monetary 
20 policy then a a in policy is required, perhaps to the 

21 point of a structurtl separation of the two agencies. 

22 A second suggestion concerning the Industrial 

23 Development Bank involves the need for the identification 

24 of the Bank's branches with the special interests of the regions 
25 and the Provincestin which they are situated. In common with 
26 many other firangial institutions, the Industrial Development 
27 Bank seems to suf far from the "branch-office" climate. By 
28 this, we mean that the personnel in regional offices tend, of 
29 necessity, to regard their activities as of a branch operation 


30 type, directed from the centre with uncertain local influence 
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1 on judgment or policy. 

2 While the Industrial Development Bank has generally 
a allocated its funds fairly among the regions of Canada, there 
4 is not that maximum of decentralization of decision-making 

5 necessary to make the allocation fully effective. There is 

6 a need for more flexibility in order that the regional offices 
7 may identify more closely with loca! needs and special 

8 problems. As we have stressed, each region has unique 

9 characteristics which cannot be equitably met by a national 
10 set of rules. The regional offices of the Industrial Develop- 
11 ment Bank should play an integral part in the provincial and 
12 regional industrial development programmes and should integrate 
13 with the programmes and the business communities in each 

14 area. 

15 A third suggestion to the Commission is that the role 
16 of the Industrial Development Bank should be reviewed in 

17 relation to the various provincial! industrial development 

18 agencies which have been established. The Manitoba 

19 Development Fund and the Community Cevelopment 
20 Corporations in this Province have indi cated that the gap 

21 between the supply institutions and the firms seeking funds is 
22 wide and that new institutions and changed terms of reference 
23 for the institutions already in the field are required. The 

24 Commission might wish to survey this gap and perhaps suggest 
25 added terms of reference for the Industrial Development Bank 
26 and other agencies. Furthermore, the Industrial Development 
27 Bank, as the senior and most affluent of the specialized 
28 development financing agencies, should carry out a continuing 
29 scrutiny of the business sectors in co-operation with the other 


30 Federal and Provincial industrial development and development 
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financing agencies, to ensure that, through direct action 
or assistance to these other agencies, the needs of business 
are met so as to foster the optimum development of each region 
of the country. Another way in which the Industrial 
Development Bank might assist the provincial lending agencies 
and industrial development agencies is through establ ishing 
access to the research studies which are carried out by the 
Industrial Development Bank head office andbranch office 
staff. The release of these reports would save extensive 
duplication of effort and would lead to the development of 
more effective research techniques. The industry-wide and 
general feasibility studies could be exchanged without breach 
of confidence and the reports on specific projects could be 
exchanged on a confidential basis by the loan agencies as 
responsible credit sources. 

In summary, it is our opinion that the Industrial 
Development Bank, as a pioneer in filling the gap between 
traditional suppliers of capital and business enterprise seeking 
capital, has performed a most useful function. But much still 
remains to be done if such economic growth is to take place 
in Canada as will achieve optimum utilization of our natural 
and human resources. We require every aid to the strength 
and stability of a balanced regional growth. The Industrial 
Development Bank should function as an agent for industrial 
development and not as an arm of monetary policy if it is 
to perform its role most effectively. Furthermore, the 
Industrial Development Bank should operate not as a series 
of branches governed by an eastern head office but rather as 
a federation of nationally sponsored regional agencies. 


Finally, the role of the Industrial Development Bank as a 
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national industrial development institution should be altered 
to make possible direct co-operation with the provincial 
and community industrial development funds. 

The Manitoba: Development Fund was established in 
1958 because it was felt that many potentially profitable 
business operations were hampered or prevented from success- 
ful operations because of a lack of capital. In its 3-1/2 years 
of operation, the Fund has approved and extended loans of 
approximately $10 million to all types of manufacturing and 
processing operations as well as to tourist operations. Over 
two-thirds of the loans are in rural. Manitoba, indicating 
the particular needs of rural, industry.. The experience of 
the Manitoba Development Fund has indicated that many 
sound small business loan opportunities exist and that without 
such special institutions, many small firms could never have 
been established. 

A provincial loan agency such as the Manitoba 
Development Fund can perform a valuable function since 
it is close to the needs and operations of the focal business 
community. It has both direct and indirect benefits of 
economic development foremost in view. In having a regional 
board of directors, it can make rapid decisions with immediate 
knowledge of the factors involved. A further advantage 
of such agencies is that since they areweeking) the benefits 
of.employment and economic growth rather than return, 
above recovery, on investment, they tend to perform more 
extensive advisory services. Such agencies also have the 
advantage of being closely allied with the industrial promotion 


services of government. 


To make provincial agencies such as the Manitoba 
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Development Fund more effective, the Federal Government, 
through the Industrial Development Bank, might participate 
in such proven agencies through the provision of equity or 
other capital. This step would greatly increase the effective- 
ness of such provincial agencies when it is recognized that they 
might also reach a stage at which they could sel! their 
obligations in the normal credit markets or to local financial 
institutions which have an interest in the economic growth 
of the region. 

As one means of fostering the objective of economic 
diversification -- particularly in the rural areas ~= the 
community development corporations were conceived in 
Manitoba as self-help institutions. These agencies raise 
equity or other capital locally for the purpose of providing 
physical facilities for industrial firms. Assistance may be 
obtained from the Manitoba Development Fund on a loan basis 
for the purpose of a specific project. In addition to financial 
assistance, technical advice is sought from the Fund. 

Community development corporations are particularly 
effective in small communities of generally less than 5,000 
population. They act to muster local capital -= normally 
diverted to national institutions for the benefit of other 
areas - to be used for local development purposes. The funds 
rdised locally have, to date, been used both for smal! business 
establishments of local entrepreneurs and for small firms 
attracted from outside the community. In those communities 
of more than 5,000 population, a new form of institution 
to parallel the community development corporation may be 
required to supplement the efforts of the existing institutions 


Perhaps what is needed in Canada is an organization 
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1 along the lines of the American Research and Development 
2 Corporation (A.R.D.) to provide risk capital. A.R.D. was 
3 incorporated on June 6, 1946, in Massachusetts. It is a 

4 closed-end non-diversified investment company of the 

5 management type. The company isa financial vehicle through 
6 which individuals and institutions may participate ina wide 
7 range of venture capital enterprise. The firm does not merely 
8 invest in the ordinary sense; rather it seeks to "create and 
9 develop" by taking calculated risks in selected companies 
10 which it believes have good possibilities, aiding them with 
11 both capital and management consultation." 

12 The next paragraph has to do with the two financial 

13 institutions in the United Kingdom: The Finance Corporation and the 

14 || Industrial and Commercial Financial Corporation, which we believe 

15 may have some application here, and commend them to your study. 

16 "Basically, all that financing is meant to accomplish 
17 is that smooth transmission of money from those who have it 
18 to those who know how to use it. If financial institutions 
19 and instruments do not achieve this purpose, if new savings 
20 | are continually channelled into portfolio securities or what 
21 one member of the Canadian Senate referred to as "the 

22 enterprise and vision of preceding generations", then it is 
23 obvious that our financial intermediaries are not performing 


their proper function and that renewed demands for massive 
monetary injections by the Federal Government and central 
bank will not solve the structural causes of stagnation 
and unemployment e 

Encouragement of new firms today is impeded by the 
structure of our financial institutions. Normal growth 


requires permanent or long term capital. Our banking 
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1 institutions on the whole handle the demands for working 

2 capital and our investment community provides access to 

3 capital markets at reasonable cost for large amounts. But 

4 at the intermediate range, precisely at the point where new 
5 firms may enter into optimum growth, the sources of funds 

6 are relatively few and genera! inadequate. We must be 

; concerned with the continued investment of Canadian 

8 savings as the basis of development. Savings must be more 
9 readily enabled to serve an equity position or to provide 

10 long term funds in support of new firms and ventures. This 
i1 will provide the intermediate support now lacking. 

12 We in Manitoba have recognized another special 

13 need of our own economic community with the establishment 
14 of the Agricultural Credit Corporation." 

15 And then, sir, the next few paragraphs indicate the activities of these 
16 corporations which | shall not read to you. 

Y "A brief study of credit facilities in North Dakota 
18 and Minnesota was made by the Corporation last fall. It 

19 was found that many of the banks in that area were employing 
20 agricultural graduates to handle their agricultural loans. 
21 Reports received indicated that each year more banks were 
22 initiating this practice. If this system is proving a success 
23 in the United States, it should be worthy of consideration 
24 in this country. 
25 There are indications that in many cases there is 
26 now reasonably adequate credit available to agriculture. 
27 The problem is to ensure that this credit is put to its best 
28 possible use The farmer must be an efficient, well-informed 
29 manager and the suppliers of credit must be able to give him 


30 sound advice. The study of credit facilities in North 
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1 Dakota showed how assistance in this direction could be 
2 considered. In recent years livestock meetings have been 
3 held in the fall, preferably in livestock auction markets 
4 where different types of cattle would be on hand. All the 
5 main suppliers of credit and livestock extension personnel are in 
6 vited to panel discussions with the potential borrowers. The 
7 officials in North Dakota believe these meetings have 
8 increased the availability of credit as both the farmer and the 
9 supplier have come to know more about each other's business 
10 and the problems involved." 
11 | would not like to pass this paragraph without, however, 
12 noting that in many instances managers of our branch banks as a rule 
13 have been in their positions for some considerable period of time and 
14 in this case | think we find a considerable amount of expert knowledge 
15 of agriculture with these men and | have no doubt this is of great use 
16 when they come to dea! with those who wish to borrow money from them. 
17 | would now like to continue : 
18 "There is one important exception to the statement 
19 on the general adequacy of present credit supplies. The 
20 amount, terms and conditions of intermediate term credit 
21 available for the livestock farmer is inadequate. This 
22 shortcoming can well retard the growth of our livestock 
23 industry -- the brightest area for increased farm production -= 
24 unless we improve the situation. It should not be too much 
25 to hope that an answer can be found through a closer liaison 
26 and co -operation between the Federal and Provincial | 
27 Departments of Agriculture and the financial community. 
28 We have used the operations of the Manitoba 
29 Agricultural Credit Corporation as a Manitoban example 


30 to indicate how a specialized public developmental agency 


ie eh a! 
| ERDAS ASUS 


; at iOlfos al is ptelee } am: loan 7 
2d blucs aoitosiik zidt ni eoanteiezo wort beworle ptornd 


need evor epnitesim Avotzsvil zips treosi al -barebiznoo 
_atealem noitoup srieitaeast ni yldorsterg lot edt ai bled 

att (1A. band no ed bluaw elites to zeqyt inereitib eredw 

‘TAI so lenriozieq noiznstxe As0tzevil bao fibers to aisilqque aiom 


edT .2ieworted Ipitnstog ort dtiw enoizeuozib lenng ot betiv 


evorl epritesm szerlt eveiled otodnd dtl ni eloisitto 

ert boo renipt edt dtod 20 tibers to ytilidpliove ot beeneroni 

s| zzenizud 2'ierto rows tuodo siom worl of smoo svod reilqquz 

" bevlovai zmeldoiq slit ban 

vieveworl , tuontiw dgoigorng zidt 2eog of salil fon bluow | 
elute 2p 2tned donnid wo to z1sppnnm esonpteni ynom ni tod! eniton 
_ baw amit to boineq sldmisbienoa smoz 103 enoitizog riert mi need evo 
apbalwornl tieqxe to tnuomo eicorgbizenos » brit ow aAnidt | seo. eidt ai 
i e2u toerg to 2i 2irit tduob on svod I bap nem szerlt Mtiw eiutlusiipp to 
ment moit ysnom woned ot deiw onw seorlt dtiw loeb ot amos yet nedw 

: aunitnos ot elil wor bluow | 

tnemeiotz eli of noitgeoxe inmotiogmi eno zi e1edT" 
anT .2silgque tibeis inezerq to yonupesbe lorenep art no 


tibsra mei stpibemstal to anoltibnos bro amist ,tnuomp 


| . 2idT .stpupsboni 2i 1smi0t aootzeyil art yo? oldolinvp 
% - Asotesvil uo to diworg ert bipter Hew ns primootione 
oo | 

| == seitouboig mp? bezvsioni 10} o91p tastrpiid art -~ yvteubni 


7 doum eot ad ton biuode t! .noitutie adi syoigemi ew azalnu 


— Mozipi! 192019 » dauoidi bruol ed apo wawend ne tort sgor of 


loi aniver4 baw. 'piebs1 ert nsewted noitpisge- o2.bn0 


_xtinummos Ipianonit edi ba equtlusingA iy atriemt ged 


i noi imego ent beay — ow. 


Pane hs 


ode Malini a ietieoties 
encore pe 


Heat 
cS 


a 
= 


= an = os pa -007 = 


re tot fs ae 
o> 


= | 


soesal 

ee os 
_ — 

- 


ei ae 
a 


en eed 


SQ SKM 
a ee 


><) 
et ad 


“wo 
™ plas 


Nethercut & Young - 800 - 


Terente, Ontaric 

1 can foster activity in a specific sector of the private economy. 
2 It is an object worthy of consideration in other sectors, we 

3 feel, but there are very real limits to the Province's financial 
1 abilities in this regard. 

5 The federal agencies specializing in the supply 

6 or promotion of developmental capital also follow the 

{| precept that the financing of economic growth by government 
8 agencies is intended to supplement == not to compete with -- 
9 the various private institutions. In most instances, the routine 
10 financing operation is performed by the chartered banks, life 
11 insurance companies and other institutions, with government 
12 acting as a guarantor or insurer of funds advanced from private 
13 sources. As a consequence, government developmental 

14 financing policy in the federal area is guided to a large 

15 degree by the policies of the private institutions. We have 
16 already noted that the latter have not yet adjusted their 

17 policies sufficiently to take care of Manitoba's needs for 

18 capital. 

19 The Central Mortgage and Housing Corporation, the 
20 Export Credits Insurance Corporation, the Smal! Business 

2A Branch of the Department of Trade and Commerce, the Farm 
22 Credit Corporation, the Farm Improvement Loans Division 

23 of the Department of Finance, and the Depreciation Certifica- 
24 tion Division of the Department of Trade and Commerce all 
add fulfill specialized roles in the organization of financial 
26 support for private economic activity, largely based on 
27 private funds with public underwriting or direction in some 

28 degree. Each has carried out a useful and needed function 

29 in the promotion of private enterprise and initiative. But 


30 all in all, the combined effect has left much to be done. 
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Now, in Chapter Vil, Mr. Chairman, | deal 

with some ofithe policies that we think should be considered in the 
context of regional development. 

"The days when the development of an area could 
depend upon the wil! and labour of adventuresome individuals 
are, unfortunately, not ours. Development now must depend 
for success largely on many skilled entrepreneurs and 
adequately organized amounts of venture capital... While to 
an important extent the availability of funds will depend on 
broadly applicable credit policies, there are’ many local 
factors which may exert important influences on availability. 

The credit requirements of a relatively undeveloped 
area are both different and more demanding of special 
attention than those of a capital intensive sector. The 
inducement of southern Ontario will not be found in rural 


Manitoba, and even in Greater Winnipeg there are basic 


differences in need and opportunity for capital investment 
when compared to the Ontario industrial complex. Although 
the compensating factors, may be there for the seeking, 
Manitoba can not now compete on the same terms with Ontario 
for developmental or risk capital. It seems clear, therefore, 


that no one credit policy is going to be wholly satisfactory 


in every part of the country at all times. Restraint that 

may be necessary in a booming economy in one region may put 
an unfair and additional burden on business in an area where 
economic activity is not at an acceptable peak. To ren extent 
that these views can be taken as valid conclusions, there would 
seem to be a reasonable argument for some greater flexibility 

in our credit system. 


Nhile this may lead logically to a conclusion that we 
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1 espouse regional monetary policies, we are frank to say 

2 that we do not know of an effective way in which these can 
3 be created. Unavoidably, if reluctantly, we come to the 

4 conclusion that any action of significance -- for the 

5 immediate future ~~ must be channelled through the control 
6 of credit policies. Such controls could be specifically 

7 adjusted, however, to porticular-demands or needs. 

8 The idea of direct economic controls in peace-time 

3 is not widely popular in Canada == and | might say nor with 
10 us. Perhaps it is possible to achieve much of what we 

11 consider necessary through persuasion»rather than through law. 
12 For example, a differentiation of interest rates by area would 
13 be a possible approach. The banking system is at present 

14 | limited in its operations bythe statutory ceiling of 6 percent 
15 for interest. This interest rate variation would be difficult 
16 to devise and more difficult to control. It is one approach, 
17 however, that must be considered. 
18 Mor practicable, perhaps, would be a pre-determined 
19 policy for lending institutions whereby excess activity in one 
20 area could be dampened while at the same’ time activity 
21 in another sector could be actively stimulated.» Such an 

22 approach would probably cal! for co-operative action and 

23 some changes in administrative and 'polich approach would 


undoubtedly be required of participating institutions. The 
difficulties that might be encountered through attempts 
at co-operative control might well! seem lesser evils than 
the devel-take-the-hindmost philosophy of our present 
system. 

One aspect of the developmental financing situation 


that has to be fully appreciated is that the local pools of 
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1 smal! capital which not too many years ago could be 

2 relied upon to support enterprise are no longer as readily 

3 available. It is not long since every many of any substance 
4 was seriously concerned with accumulating a fund of hiss own 
5 | for his days of retirement. These funids were available for 

6 investment on a local. basis. 

7 But this situation no longer holds. to the same extent. 
8 At least, the pools do not tend to remain as localized. The 
9 total of investment capital may well have expanded greatly, 
10 but we believe that the residual part still in private hands 
11 is not big enough to overcome by its own weight the diversion 
12 of local investment funds. into institutional hands and into 
13 national channels. It is a matter that must be given attention 
14 in view of the resulting emphasis on the part that institutions 
15 and other group investors play in the country's development. 
16 Ne have, through the community development corporations, 
17 proved that the local reserves of capital are still available -- 


but only when a positive effort is made to organize and focus 
their potential on the indigenous community enterprise. 

Over the longer term, the main tending institutions 
wh ich now control so much of investment capital should be 
encouraged to appreciate their responsibilities in the matter 
of economic development. The security consciousness of the 
institutional investor is understandable and necessary, and 
is in fact encouraged by law, but there. does seem to be good 
reason to suggest that some greater weight should be given to 
the needs of smaller enterprise struggling for recognition 
and success. It.is too easy to continue to support established 
enterprise in the larger centres of economic activity. Perhaps 


formal acknowledgement could be given in the application 
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1 of institutional funds to having some predetermined percentage 
2 of the total pool committed to these smaller risk-taking 
3 ventures. 
4 The alternative to some greater flexibility in the privat 
‘) sector involves direct governmental intervention in the credit 
6 aspects of development. Here the problems and the solutions 
7 are more direct for governments have a primary interest -- 
8 and often a basic responsibility -- in the correction of regional 
9 imbalance. As we have noted, the investment instrument of th 
10 Bank of Canada -- the Industrial Development Bank == has made 
11 some limited attempts at wetianiae in policy emphasis over 
12 different parts of the country in line with regional develop- 
13 mental needs. Whether this has been sufficient is another 
14 matter. 
15 The part of provincial governments has been of greater 
16 emphasis. Through various agencies and in a variety of ways, 
17 funds have been supplied where normal lending institutions 
18 held aloof. It may be inevitable that the Provinces should 
19 become involved in regional credit policy creation in this 
20 way. But public responsibility for the over-all creation 
21 of credit necessary to finance this country's growth is 
22 fundamentally that of the Government of Canada and of the 
23 financial institutions it establishes. 
24 lt would seem apparent, from the increasing activities 
25 of provincial credit authorities, that the funds available 
26 for legitimate demands for credit are not being properly 
27 distributed. We have given much emphasis in this respect. 
28 It is logical to assume that a greater attention to 
29 regional needs by the ordinary financing and 


30 banking media would leave the provincial 


eniidpt-alein vellome szedt ot battimmes loog Iptet sdt to 


. estutnav 


btoving oflt ni ytilidixelt istosip smoz ot svitometio AT “ 
| tibase aft ni neitnevisini: Iptnammevoy toovib eavlovai yotose 
3 endiiuloz edt brn emeldoig srt s1sH . tnamqolavsb to etosqap 
| ~~ teetsini yioming © svon etnemmievoe x07 tostib siom ow 
| ‘onoipey lo noitostioo st ni -- ytilidienoges: oizod 6 netto bao 
e + to tnemuttani tnemtzevei edt (betomeverd eweA . sonplodmi 
sbom 2pd == nod tnamgeisved lointaubm! edt -- cbompD Jo snnd 
| Tavo zieonams yoilog ni biaitieonane tp etqmatis betimil amoe 
-qoleveb lonoiges dtiw snil ni yrtruoo ert Io etwg tnsisttib | 
ventony ai tnsioittue need aod 2idt redtedW .2zbeen lotnem | 
tetipm 

| ietpetp to need end etnemmevog loioniverg Io tng otiT 
2ybw to yisitev p ni brio esionsge euoivev douowT . rizodqms 
anoitutiteni gnibne! loon siedw beiiqque nasd svod ebriut 
biuore zoonivord sit tot eldotivent sd yom Hl Fools bled 
zidt mi noitests yailog tibet Isnoigs: al baviovni smosed 
Aoitpsis Ilp-ievo ent rot ytilidienoges: sildug tu@ . vow 
| ai dtwo1g 2'yitnuod 2idt sormni? of ywerdsen tibeis Yo 
ett Yo bao pbonioD lo inammsvo® arlt to tent yiiptaamobaut 
_asdeitdotee ti enoitutitent lnionon 

; 28itiviton pnizosioni ort mon , insvoggqe mese bi vow 1) 


siddtinve ebnut ert tort .zaitixodtua tibsis ipionivoiq to 


— -xhegoiq gnisd. ton sip tibeis iot zbnomab stornitige! 10% 


. _ - peqes zidt ai zieodqme doum nevig svorlsW .betudittaib 


Ot Ao itnsttp yetosig o todd ainuz20 ot lpatgo! ef + 


hid enisnonii Yremibic ody yd ebsen loncipsy 


Nethereut & Young - 805 - 


Toronto, Ontarie 
1 governments responsible only for the marginal 
2 enterprises -- which would be more properly 
3 thedir.roles 
4 We have on previous occasions referred 
5 to theproblem of attracting a sufficient volume 
6 of savings into investments in provincial 
7 and municipal securities at reasonable rates 
8 of interest. 
9 lt is generally conceded that much of 
10 the increased burden of public improvements 
11 has fallen on the provinces and their munici- 
12 palities. And | refer again, sir, to the 
13 one-third of the capital investment in this 
14 province being of that nature. We have looke 
15 at the methods employed in the United States 
16 in our efforts to reach an answer to this need. 
17 There, income tax exemption of state and 
18 municipal securities is enjoyed as a constitut- 
19 ional privilege and the effects have been quit 
20 startling. In Canada it would be a matter 
21 for Federal-Provincial co-operation. 
22 There are certain obvious disadvantages 
23 to this proposal, but we think that the need 
24 for large amounts of social capital, particular 
25 ly in the smaller local jurisdictions, merits 
26 a good deal more serious nis nigde dae ealittearbel the 
27 idea than has been given it in Canada to date. 
28 We are not alone in this view. In 1958, 
29 the President of the Royq#Bank of Canada, the 
30 later Mr. James Muir, tn his Annual Report 


| gave support to the idea as did the Supervisor 
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of Investments of the Bank of Nova Scotia 
in October, 195%; atthe Annual Conference 
of the Institute of Public Administration of 
Canada. We recognize, as they did, the 


difficulties, and we do not urge indiscriminat 


use of the device But we do feel that the en 
results would justify further consideration of 
its iyvaluerby prayiding funds foryschoolis, 
hospitals, universities, sewerage and water 
systems, roads and other forms of essential 
works. 


As a possible alternative or supplement 


to the latter proposal, we have also suggested 
that thought be given to the extension of the 
"dividend credit",.as provided in the Income 
Tax Act of Canada, to similarly restricted 
classes, of. provincial, and, municipal securities. 


Ne acknowledge that this originally was a meawns 


of off-setting some measure of double taxation 
of income earned from corporation profits. 
Actually, we suspect that a main purpose has 
been to encourage investment in Canadian 
equities. Therefore, if we accept that a 
basic purpose of the "dividend credit" has 
been to encourage investment in Canadian 
growth, we should have no real. difficulty in 
accepting the logic of its extension into the 
field of provincial and municipal investment. 
The idea of regional taxation differenti- 


ation for stimulation of development has not 
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been well received by the Federal Government 
* va The past; aot there saan to be good reasons 
3 why the effect of fiscal policy in regional 
< development should now be given greater 
S attention. It has become accepted practice’, 
6 in the Federal system, to give special 
7| concessions to resource industries -- for example, 
8 mining. There seems to be nothing illogical 
9 or impracticable MA similar @orcessiens fc 
10 new industries in areas where development must 
11| be encouraged. Recovery of initial investment 
12 is important in both instances, and a tax-free 
13 period such as that granted to mines might be 
14 |, an important influence in broadening our 
151) industrial base. We suggest this approach 
16 as one tnat can be usefully explored. 
17 || Vhile we have attempted to confine our 
18 remarks to the banking and financial aspects 
19 of the problem, it is not possible to neglect 
20 fiscal policy as an element in the problems 
21 that we face. One cannot be unimpressed by 
22) the fisthg concern th Firs country as to the 
23 unco-ordinated growth of our systems of 
24 | taxation. Whtle each fax in Ttselt may usefull 
25 serve a purpose through its contribution to the 
26 provision of necessary public services, we do 
on not seem to have any real knowledge of the 
28 | over-all economic effect of the various tax 
29 systems when taken in their total effect. 
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concern itself only with its own financial 
2 | needs.) Lt unust: laok torgthe effect of its 
3 policies on the economic life of the country, 
4 Lob sine ledlatiag  botegs) partis retina tt 1 sc cl 
5| system prevailing for the nation as a whole. 
6 These policies unavoidably are closely 
7 influenced by and linked to the activities 
8 of other governments. With the formal controlls 
9 which prevailed over much of the Canadian 
10 tax structure now removed with the end of the 
11 tax rental agreements, it is more important than 
12 ever that we should give increasing attention 
13 to the co-ordination and co-operation 
14 necessary to stimulate and maintain the highest 
15 possible level of economic activity. 
16 As we noted earlier in this submission, 
17 it may well be that the Commission will 
18 consider that the problems of taxation policy 
19 | in Canada are beyond the scope of its 
20 responsibilities. If that is so, we can only 
21 | urge that influence be exerted in drawing to 
22 || the attention of all concerned the growing 
23 urgency of the need for a detailed examinatio 
4 | of this whole question in the context of our 
25 present and future economic problems. 
26 We believe that, before eer 
27 | alterations in the financial and credit 
oa! structure should be undertaken, there must 
29 | be a thorough review of our entire fiscal 
30 structure. Without reference to the fiscal 
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framework these changes could be irresponsibl 
and without ultimate effect." 
| hope, Mr. Chairman, you will not interpret 

that remark $0 strictly as to preclude making your 
recommendations when your Commission has completed 
its deliberations. 


The next paragraph ‘there, No. VIII, deals 


with the need for better research and particularly is 
slanted towards regional credit and development and 
| indicate the way in which Ithink bt would be 
improved at the present time. 

We point out the way in which the Federal 
Reserve Banks in the United States operate within 
regional areas, there is a good-deal of that sort of 
thing and we think that it might provide a useful 
example for us here in this province. 

We feel that a good deal of our difficulties 
stem from the imprecise efforts which are expended 
with respect to many of these problems. In trying to 


work this brief we have been struck, some of us, 


with how little we know about some of these things and 
how much we are limited and circumscribed. There is 
another part of this chapter | would like to make 


specific reference to and that is paragraph 10 on 
page 26. 

"If capital funds are to be’ employed 
most effectively to promote growth of specific 
enterprise and the sound development of the 
regional economy, We must first overcome 


a general lack of regionally focussed economic 
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marketing and organizational research. 

In the more highly developed and 
industrialized areas of Canada much research 
is generally carried out by established 
business enterprise, by independent private 
consultants who work on a retainer or fee 
basis, by a wide variety of financial institu- 
tions and by the larger scale of governmental 


department and agency programme that a 


wealthier community can better support. In 
our region, these research facilities are not 
fully available locally. The small and mediu 


sized enterprises characteristic of the region 
do not possess the means to provide these 
services. 


Greater participation by national and 


institutional bodies in market research, produ¢t 
and technical research and financial analysis 
could reduce the exploratory costs for 
small-scale business. Where the distances 
make freight and shipping problems so 

critical, accurate appraisal of markets can 


be essential to the success of a new enter- 


prise. If small business is to be successful 
in the use of new capital, such research and 
advisory assistance must be provided to a 
degree which conventional financing 


institutions do not at present offer. 


Traditionally, the financial and 


investment institutions in Canada have been 
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Terente, Ontariv 
passive in respect to regional industrial 
development. For example, although the 


commercial banks and the Industrial Develop- 
ment Bank have research sections or depart- 
ments, in every case are located in central 
Canada at or near the head office of the 
particular institution. Most of the research 
done by such institutions is very general and 
is geared to the central region. Even tess 
information is actually made public. Most 
commercial banks and related institutions do 
have what are termed business development 
officers, but for the most part these officials 
work in the public relations field. 

We would draw the attention of the 
Commissioners to the research and developmen 
role of Federal Reserve Banks and commercial! 
banks in many parts of the United States. Each 
Federal Reserve Bank, we understand, has a 
large research staff, some of whom work on 
aspects of urban and rural’economic research 
and on matters relating to the general economic 
development of the region concerned. © This 


information of a public service nature may not 


be of direct interest to the banks themselves, 
but it is of interest to entrepreneurs hoping 
to locate plants or expand operations in the 
area. Assistance is provided in locating 
executive manpower, technicians and special- 


ists. Market studies and information in the 
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Terente, Ontario 
1 bank's research library are made available. 
2 Information on suppliers and business contacts 
a in other cities or states can be located throug 
4 the banks. General advice on underwriting 
iS procedures is available. Assistance in setting 
6 Up unusual payment or credit instruments for 
7 special situations is provided. Counsel on the 
8 selection of accounting and other professional 
9 service firms is offered. Under the American 
10 unit banking system, such assistance is 
11 concentrated on developing specific localities 
12 and regions. 
13 We would suggest that Canadian financia 
14 and monetary institutions concentrate much 
15 more than they have in the past on specific 
16 regionally -and firm-oriented development 
17 research. This work could be reinforced by 
18 regionally oriented data supplied be the Bank 
19 of Canada or the Industrial Development Bank. 
20 lt has also become evident that there is 
21 a need for co-ordination and exchange of data 
22 and information. AII Provincial and Federal 
23 bodies and institutions have a ‘a semo Vi habe 
24 here. At the present time, the main governmenltal 
25 responsibility for industrial development rests 
26 with theqencies of the Provincial Government, 
oF but access to reports of Federal agencies could 
28 lend far more efficiency. In short, for any 
29 attack on the financial and related aspects 


30 of our present development problems, we must 
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Frente, Ontario 
correct the lack of reliable and usefully 
compiled information. We have become criti- 
cally aware that we can say far too little with 
respect to the exact dimensions of our problem 
although we are fully cognizant of their 


general nature and seriousness. 


There is a lack of understanding general lly 
as to the value and meaning of such information 
as may now be available. We would hope that 
as new data were acquired that these would be 
made widely known so that all interested 
bodies could act upon the sound foundation 
of accurate and mutually held knowledge. 
Finally, we suggest that there is a need far 
greater use of special administrative and 


organizational techniques now applicable in 


conjunction with data-processing and other 

quantitative information handling equipment. 

This last is often well beyond the means of small 

individual economic units. We should like to 

see a pooling of uae national and regional 

information resources to make available to 

the smaller units the basic data applicable 

to their own regions. This would give region- 

al focus to the best techniques for acquiring 

new economic, business and administration 

information and the skill based thereon. 
Knowledge is surely the key here as in 

so many other areas. We cannot assume that 


it will automatically become available. It 
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Toronto, Ontarie 
1 must be organized -- by all interested element 
2 in the community and not merely by Govern- 
3 ment and the larger units of enterprise. We 
4 have found that the virtues of self-help are 
5 too often lost sight of. We also know that a 
6 particular difficulty for a developing economy 
7 is that there is little reserve to cover false 
8 Starts. We cannot afford inefficient use of 
9 those financial, material and human resources 
10 available. Knowledge, as we see it, is the 
11 answer -= knowledge verified by research, 
12 organized for understanding, and properly 
13 disseminated for maximum effect. 
14 The effective treatment of our various 
15 economic and financial problems will not 
16 come easily. It will require the utmost in 
17 co-operative effort not only between govern- 
18 ments but between the public and private 
19 sectors as well. We have suggested on other 
20 occasions the establishment of a National! 
21 Economic Advisory Council ona joint 
22 Federal-Provincial basis. As we see it, the 
23 prime function of such a body would be to 
24 establish immediately a national committee 
25 on a continuing basis with the responsibility 
26 for advising the governments of Canada on the 
27 economic problems facing them and the possible 
28 methods available for dealing with these 
29 problems. It would not be an executive body 


30 that could in any way usurp the powers of 
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Terente, Ontaric 
1 government, but rather it would make avail- 
2 able to all governments concurrently the best 
3 advice available from all sections of the 
4 community. 
2 In some such manner, the knowledge 
6 we consider essential might be circulated 
7 and used in a more intelligent manner than 
8 would otherwise be possible A National 
9 Economic Advisory Council would well be 
10 the "middle-man" in the dissemination of 
11 information from source to those requiring 
12 information and technical knowledge beyond 
13 their immediate means. The framework 
14 of nationally focussed knowledge may well 
15 be a prerequisite to the optimum development 
16 of our financial machinery for regional 
17 growth." 
18 Theat, Mr. Chainmmen, concludes cur 
19 formal presentation on this subject. We have 
20 expressed, as you can see, the problem as it 
21 appears from our point of view, considering, as 
22 | think it is our responsibility, the needs of the 
23 region which we represent 
24 Ne appreciate that you have the task of 
25 combining these conflicting pieces of advice that 
26 you receive from various regions into’a coherent 
27 whole that is capable of being soundly managed. 
28 Ne have some slight idea of the complexity of that 
29 task Ne can only wish you well in what is a 


30 | most difficult and important undertaking . 
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Terente, Ontaric 
1 THE CHAIRMAN: Mr. Premier, we very much 
2 appreciate your very interesting and valuable present- 
3 ation this morning. 
4 We generally break off for about 10 minutes 
5 at this stage in the morning, and if you are available 
6 after that for our discussion and questioning we would 
7 appreciate that very much also. 
8 HON. MR. ROBLIN: Splendid. 
9 THE CHAIRMAN: \We will now adjourn for 
10 about 10 minutes. 
11 --- Short Recess. 
12 THE CHAIRMAN: We will) resume. Any 


13 questions ? 


14 COMMISSIONER LEMAN: Premier Roblin, 
15] in the early paragraphs of the brief, you have explained 
16 quite at length that you would vote for*a system which 
17 would encourage regional development, and you point 


18 out the regional difficulties thaf Phis provincé hds; but, 


19 as you well pointed out at the end of your presentation, 
20 we have to look at the problem of Canada as a whole: 

21 Now, there are people, well informed people, 
22 in. Canada who have argued, espe'cfally in fecent'years, 
23 that’ Canada itself a's’ @ whole has ASiPns Heved that 

24 balanced economy you speak of, so that there is a 

25 question of emphasis here that comes up. 

26 Do you think that we should por the emphasis 
27 on creating a balanced economy by regions, or look for 
28|| greater efficiency in the country as a whole and, through 
29 | specialization, make Canada as a whole more competitive 


30 | through balancing on a national basis? 
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1 THE HON. MR. ROBLIN;: Well, 1 think 

2 that the problems really go hand in hand. | certainly 

3 agree with you that we have to !ook to the nationa! 

4 situation and our position in the world trading community 
5 and | agree with you that there may be a great deal we 
6 need to do in improving, the structure of Canadian 

7 economic organization to meet the competition that 

8 we are facing and we are facing increasingly with the 

9 rest. of the world, and that our national policies must 


10 be devised with that in mind. 


11 | think that is quite correct to take that 
12] attitude, but | think that probably greater emphasis 
13 | on regionai development can assist that process, because 
14) lam really not suggesting that we should do anything 
y 
15| in regions which is basically unsound from an economic 
16 point of view | do not think we should try to stimulate | 
17| or encourage that sort of activity, which could not, 
| 
eal when, fully fledged, stand on its own feet or fend for 
19 itself in the country as a whole. 
20 What | am merely saying, | think there are 
21 many opportunities for promotion of that kind of 
22 activity within the regions which are now not being 
23 recognized, and that one,of the reasons perhaps jis 
24 || because of this, centralized view, as, opposed to;the 


QT) “we. in-the regions have done all that we can in respect 
28 | of this matter. The fact of your Royal Commission comin 


29 here has stimulated us to think of this problem, and,we 


so know very well that we have a larger responsibility than 


: 
j 


¢ regional view. | 
26, | am going to say something eben | wonder 
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that of merely listing our woes with a group such as 
this one here. It seems to us that perhaps we in the regians 
could do more to help ourselves. We have made some 
start in that direction with our Development’ Fund and 


with our Community Cevelopment Corporations which 


we have encouraged in the smaller centres with some 
success, but | am wondering whether we in the regions 
ought not to perhaps examine our own position with the 
Financial agencies in the regions, to see whether ‘our 
own rules and regulations are flexibile,, and whether 
there is anything that we have left undone with respect 
to making the best use of the financial resources of the 
region itself. 


One of the things that we certainly intend 


to do when we are able to arrange it, is to consult with 
the institutional people in Manitoba, with the investment 
industry, and perhaps with the bankers, and review 

with them some of the points that are of concern to us, 
and see whether we cannot in our own regions and on 

our own initiative, improve the flow of capital for 
various purposes mentioned | really think we ought to 


contemplate such an internal view of our situation. 


However, to get back to your point, | think 
that the two goals are really complementary. | really 
do not see a conflict between the two of them. Also 


| certainly recognize the national problem that you 


refer to 
COMMISSIONER LEMAN Next, Mr. Roblin, 
your brief points ouf == and it is quite helpful to get 


a notion of the size of the problems for capital raising 
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Terente, Ontaric 

in the Province of Manitoba == you refer to about 
$400 million being needed for the public and private 
sector per year in'the-next few years. Do you foresee 
that the private and public: sectors in Manitoba will 
have difficulty in raising that much ? 

HON. MR. ROBLIN: Sl cannot speak for the 
private sector because lam limited in my knowledge of 
that fields bu I think that the re wie be NoPdoubR® fhat 
the public sector can rdise the amount of money that it 
requires. 

| say that because the type of investment 
that the public sector is concerned in ‘is one that We 
have no choice but to make. 

That is one of the things that bothers me 
about the rate of interest, for example. ‘This really 

a province 
does not discourage/very much if’ the rate of interest 
is high, simply because they have no recourse but to 
get the money and to make therinvestment. 

For example iin our Hydro Electrie*System 
here we are building a plant’ that is going to cost us 
about $130 million before it is through and at the 
mouth of the Saskatchewan River, Grand Rapids where 
it falls into Lake Winnipeg It is an investment that 
has to be made. If we do not make it at Grand Rapids , 
we make it some place else, and the same applies; for 
example, to the item of interest rates rau have your 
choice to develop, whether it should be the'same or 
whether it should be higher, but it does not really have 
much effect. You have to make the hivebiiel § anyway. 


The same thing with schools and roads and 
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Tovento, Ontaric 
1 particularly municipalities borrowing for schools. 
2 It is the sort of thing they, simply have to undertake 
3 regardless what the cost of money is. 
4 Of course. you cannot make any absolute or 
5 sweeping statement, it is always.open to modification, 
6 but relatively speaking in relation perhaps to other 
7 types of capital investment, social capital investment 
8 is.very hard to find. , You can postpone it perhaps to 
9 some degree, but not very much. 
10 Therefore | say that in the public sector 
11 we are going to get our money by.hook or by crook, and 
12 | think we can. With respect to the private sector 
13 | am optimistic that they can as well, but it js very 


14 hard to be precise about thats 


15 || COMMISSIONER LEMAN:. Using: hind sight 
1G | and your knowledge.of Jocal xconditions, would you hazar 
17 | a guess what on average -= you have presented to us a 
18 complete picture there of the public and private, sector 
19 needs for the coming years -~= would you hazard a guess 
20 as to on average how much more will be paid for this 

1 money in Manitoba than, let.us say, the amount would 
22 call. for.,.letius say, in:Quebec or, Ontario? 

23 HON:.MRw;ROBLIN es} Now d-covld.not make 
24 | an estimate. of that. 

25 | COMMISSIONER LEMAN:. You. could not give 
a us an idea of the added difficulty, in terms Gi d $ayrrhe 
27 higher yield on the money? Is it half percent more? 
23 HON. MR. ROBLIN; IL. think.| cannot, tell 
29 you anything about private investment, but.| can say 

. that as far as public borrowings acre concerned.that.the 


" : 7 y ’ > : : ee msi 
=~ 7 <3 
7 ~ a en: ° Pee ee (ae: a = 
iworred apitiiagiainum yivol ittag 


-2lagdo2 rol gn 


vi so Ee 
alotiebau of svoed xlqmize yedt gnidt Io troe odt ai itd 


r 1 


ah yeanom to i202 edit tadw eeslbippar 
} | 10 stuloadoa yao eAom tonnes voy stave% tO 6 ans pode 
| vert ex hee of nSBqo avewile zi ti ,taemetate pniqaswe 
_ redte et eqodieq noitmley ni enisloege ylevitoler tud 
inemteavai lotigqos Ipizoe ,inemtesvni lotigna to zaqyt, 
of eqpnveq ti snogtzoq apo voY ».bnit ot bied yisvaai | 
- -foum yoev ton iud ,ess1gsb,emoe | 
yotose asilduq edt ani todt yor | s10te19edT 
bap ,aAeors yd w Ac0d yd. yenom avo 492 0f egniog ain ow | 
totase ateviig shit of toeges. dtiW. .npo ew anidt A | 
| ytev 2i ti tud .tlew 20 noo yedt, todi, aitzimitgo mo-_|}. 
.tedt tuodo sziasiq sd ot bind 
tdgie baid gnizU :sMAM3d AIMVOLZ2IMMOD ) so | 
biosod voy bluow yenoitibnos loo0! to spbelwonad woy bro | 
b avy ot betnsee1q avon voy. -- alee inal No tedw ezeup ov 
wtae2 stovirg baw silduq, srt, te sient s1utsiq stalqmog 
229Up © biosod Moy bluow =~ 29pev pmimoo sd? 103? ebasn 
2idt 104 bing ed iliwsstom doum wod sgnrsyvo. no ot.ep 
bluow tivomo oft ,yoe 2u te! ,wodt odotinoM: ni yon-om 
FoiiminO io asdeuO ni .Xe2 au tel), rot I loo 

eaten ton blues | yo :WiJ8OR AM .MOH 
-tont to stamites, ap 


| evig ton blyos uo ~MAM3d FIMOJ22IMMOD 


=) wpe ,tO-2m139t Ai ytluoiltib bebbm edt to oabi ap au 


4 diet tennpo | Anidt 1 :A1s8OM AM MOH | 


i 


ype apo t tud .troemtes voi-stpvirg tuedn gnidtyao voy. 
; a en | 
. re AD af , 


Abe ae at . : | 
CO ak BS ~ proms , o ee A - we De cd P ‘ 20 1 ; 2 > ’ > re 
epi ts een TT e > hie = she ba» : Pek hed 
“ats i : >) Ll ee 


— 


Nethercut eG Young es 82 | 4 


Terente, Ontario 
1 credit of this province is good. We are probably about, 
2 would | say, half a point above Ontario in respect of 
3 this matter, but with respect to, say, Quebec Hydro 


4 our Hydro will probably be on a par with Quebec Hydro 


5 and somewhat better than in other provinces. 

6 bithink ourscredit rating is a very good 

7 one. | think that that probably is the result of a 

8 confidence dh the policies of the Government. | am 
9 not thinking of my own administration but the history 
10 of the province as a whole has indicated that we pay 
11 our debts. Therefore we have a pretty good credit 


12 rating. 


13 COMMISSIONER LEMAN: But oon the whole 
14 would you think that for half a per cent more over the 
15 $400 million needed for your purposes, that that really 
16 spells retarded development ? 

17 HON. MR. ROBLIN: I think that we are 

18 maybe talking at cross purposes here. | think that we 


19 have been able to get a good supply of money in the 


20 Province of Manktvomfor our purposes, if that is the 

21 question; | think that we have been able to and | 

22 expect we will. The point that | was trying to make, | 
23 think, was that in addition to that there were many other 


opportunities of a relatively small character, small 
nature, which had in the past been neglected or not 
proceeded with because of the fact tHihgoths we did not have 
that particular regional application that | was thinking 
| about. But | would not like to leave you with the 
impression that on the whole, in respect particularly 


to our major activities, that we have been deprived of 
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orento, Ontario | 
capital, because thatswould not be:correct. | 
“COMMISSIONER LEMAN: Now, to change 
a little bit the area of our interest here, your brief | 
makes quite a point of the fact that excessive wodixiouaye 
ism or over-conservatism and the easier duiac of 
investment decisions in central Canada, etc., have 
created rigidities in the financial system from the point 
of view of.a proper flow of capital. In fact you. practic- 


ally describe these capital-holding people as “old stay - 


at-homes' you know. What do you think has been the 
cause of that? Why has it become so over-conservative 


and "stay-at-home" ? 


HON. MR. ROBLIN: That would be a hard 


province, | think one would admit that the temperament 


of our people is cautious. 

| take, for example, the investment policies 
of the insurance companies. | think that one can say 
that although they are limited by statute, there is an 
area of equity participation which was open to them and 
which they have been very cautious about using. | do 
not think they have used it to the full extent that they 
could have, but it is rather difficult for me-to say that 
they have done wrong in this, because they, have to 
consider the proper interests of the people whose money 
they have. But it does seem to me the t we could devise 
some machinery to make some of that. money more readily 
available for the more risky type of operation that they 


do not support at the present time. 


lf there is a consortium of some sort to which 
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Terente, Ontario 
each one contributes a small amount, it would be helpful 
in this way and would not expose it to any major risk. 
It might also be that if it was felt that institutional 
saving of this sort should not be exposed to any risk or 
to a minimum risk (and philosophically it is quite 
possible to hold. that point of view) then | would stil! 
like to see action taken, but there | suggest that perhaps 
a government ought to consider whether they would not 
guarantee the last 10 per cent as is done with the 
Farm Improvement Loan Act, or some mechanism of that 
sort which would relieve the fears of those who have the 
heavy responsibility of deciding what to do with that 
institutionalized form of saving. 

COMMISSIONER LEMAN: Well, some 
paragraphs later in the brief, eaiea ig in Chapter VII, 
it seems to suggest that as the cause of all this there 
have tibeenotworur causes. One would be the deficiencies 
in our taxation system and another would be the fact that 
too much of the people's savings today are institutional - 
ized (you didn't like the word) -=- it is channelled 
through trustees in other words. 

HON. MR. ROBLIN: I think you have first 
to look at our brief in perspective. In other words, 
we are not attempting in this brief to analyze the patter 
of the national economy in respect of the subjects under 
your discussion here. We are looking e it from a very 
specialized and particular point of view, andl dare 
say when we were considering the particular aspect 
there are other considerations which we might have broug}ht 


forward, but there will be plenty of other folks to do 
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Terente, Ontarie 
that 

We feel our job is to try and show you some 
of the difficulties we have experienced here in the 
province When you take the special approach as 
compared with the broad one, you run the risk of 
appearing to over-state your*case“or appearing’ to ignore 
other important factors. | tried to say at the beginning, 
particularly ine the intpoductionthere, that we were 
conscious of the risk we! were running here, and we 
wouldnot like you to feel that because we have taken 
this narrow regionals point of view), that’we are unaware 
of those other factors 

t do not think that we would like to be 
so specific asito say thatwe knew what the basic 
problems were in many of these matters. | do not think 
we would care’ to make that statement. All that we can 
try to do is to indicate by the illustrations we have used 
some of the effects that we fee! here. 

With respect to your question on taxation, 
we feel that this should be looked into. 1 do not think 
that we would like to say that we know what the answer 
is or what is wrong with the present situation,’ except 
to just give a general impression as it strikes us, 
because we are really not specialists im this field 
What we do say is that perhaps the question of incentive 
and taxation is something that ought to be looked at 
these days. 

After all, take the rate of progression in 
the personal income tax fields That rate of progression 


was set some time ago when people earned less than they 
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I do now and when the value of money was different. | 
2 Therefore, what was a satisfactory rate of progression | 
3] in one period may not be satisfactory today, and that | 
‘| is perhaps the sort of thing that could be looked into 
S| in connection with this matter of taxation, because it | 
6} does affect the pools of risk capital that are available | 
" That would be the kind of thing we are thinking of when | 
3) we refer to the question of taxation. | 

i} | 
5) COMMISSIONER LEMAN: Mr. Roblin, there | 
ad s another quastion | would like onswered. It refers | 
1) particularly to paragraphs 13 and 14 on page 23. You | 
12) seem to have been impressed with the results that the | 
13] United States have attained for municipal financing | 

| 
" by means of this exemption from income tax. | think | 
15 there are some people in the United States that have 
(6 second thoughts about this. That is also a blunt 
17 | instrument, is it not, in view of the graduated income | 
18 | tax. The Canadian Government has had some experience | 

| / 
- with tax-free Victory Bonds quite some time back, and | 
20 | | think that has disclosed some unsatisfactory aspects. | 

| 
21 HON. MR. ROBLIN: Yes: | 
22) COMMISSIONER LEMAN: Of using that | 
%8 method, but on the whole, if we listen to people who | 
24 | would like to get money cheap or cheaper than others | 
25 | and perhaps all kinds of rebate systems and exemptions 
26 etc., who ends up by paying the high na dee 
27 | HON. MR. ROBLIN: © Well, before | answe: 
28 | the question or attempt to answer it, perhaps | could | 
29 | give you some of the reasoning behind our suggestion. 


“30 Over the past years we have come to the conclusion 
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(and | don't know whether rightly or not) but it has 
feemed to us that iosome respects, particularly for the 
smaller municipalities, these people were Llow.men on 
ther totem pole when if ame. ta borrowing. Now, we 
Phevoht that because swe recognized that the Federal 
Government with its special relationship. with the Bank 
9% Cangdauwwas always abjiecte cell thm bonds it wished 
bo 32 at chaihesiav bl ohbuun den thie co lreoumstonces, oy outed be 
good compared to the rest of the market, and we felt 
that private bond holders. were .in a position to add 
special inducements if they were anxious to make a 
Favourable impression on the market, either by an 
increased interest rates whieh im tuen they could write 
Ge DO percent to the Receiver Geneua lank Canada, or 
in terms of special warrants or equity. possibitities, 
convertibility and all that kind of thing -- that they 
have a means of making their bonds Bnethy, attractive; 


whereas ali the municipalities could. do would,be.to 


increase the interest rate that they were prepared to pay 


ond 66 a) nesul } necentiy. -ocdtpdéemuch) biet ter ciewere. we 
were paying pretty high rates. It seemed to us one 
could consider whether this was satisfactory under the 
circumstances...In the Light.of that, we,Looked:at-the 
American situation where local bonds have a priority 
on the market by reason of their tax exemption. | 
recognize that can be abused, and | am it suggesting 
a province or municipality should have a right to sell 
any bond for any purpose it wishes , because one can 
conceive possibilities of misuse. | think, however, 


it may be possible for the Federal Government. to list 
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certain categories for which this type of money could 

be obtained} <and MPhidtlOSdHoois tania roads and things 

of that nature. | don't think public utilities operated 
by a government should have that priority. Let them 

take their ordinary position’ But, for these essential 

items of social capital which private enterprise needs, 


if we are going to have the basis on which they work -- 


we ll, we can't do without schools and the other things 
| mentioned. They are basically essential, and there 
could be an argument for giving them some priority. 
If you don't like the tax exemption feature, there are 
other methods which we propose. We'still think in 
spite of objections which might legitimately be raised 
it is worthy of very careful consideration. 


As for who pays the higher rate of interest, 


well, | wonder if | am able to follow that particular 
logic of events through to the market place? | doubt 
if lam. | merely say the type of investment | am talking 


about is one which is not going to be postponed or 


avoided because of interest rates. It is absolutely 
necessary and will be made regardless , and therefore -- 
on social grounds, certainly, if not’any other -= there 
is some argument, | feel, for giving some consideration. 


COMMISSIONER LEMAN: =~ Mr. Roblin, you 
did refer on page I! in paragraph 2 to the fact that 
large enterprises, especially those retaining a substantial 
portion of their earnings, and you said you were a 
little hesitant as to saying whether it was good or bad, 
or desirable or not. You would not go right out and 


suggest here undistributed earning tax, or something of 
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Torento, Ontaric 


that kind? 


HON» oMR « ROBLUN: olf dointt think bavoubdi 
| don't feel we know enough about this to be certain 
ttodS> the right thing tafdehe Rekm@wybt has been suggested 


by other people looking into this kind of thing. 14 am 


not sure whether the Radcliffe Report in the United 


Kingdom) includes its | rathenm think i does. | am not 
at all certain it, is'the right things «| am merely offering 
it as an- area for investigation, and |.would not like to 


go any further than that. 

COMMISSIONER LEMAN:: 4 This teads! me into 
a.cel ated subject: «You, talki an dthehsame page about the 
tendency for the concentration of industry. Is that an 
impression, or do you, think: you, could adduce some 


statistical evidence to show this is taking place ona 


net basis? In, other words, as the large units- become 
larger we must admit there are also a lot.of small units 
being created all.the time, and medium units getting 


bigger. What do you think is happening in the whole 
country -= is there really concentration, or perhaps 


there is not? 


HON. MR. ROBLIN: | am inctined to say 
there is, and | think one would relate it to natural 
forces among other things. It is no use pretending there 


is not a tendency towards bigness in industry, or that it 
is not a good thing, because it sss bcingh selbaeen tie 
economic results. | think there is a tendency for it 

to feed on itself. We see that taking place in the countr 
l am not suggesting we should by any artificial means 


attempt to thwart what would be otherwise a satisfactory 
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Terento, Ontaric 
1 and natural development. Jf that is going on, ‘then, 
2 all the more reason to make use of what local possibilitias 
3 wevhave.» We cannot transport the Ontario industrial 
4 complex to the banks of the Red Rivers) lt is on the tbank 
5 of Lakes Ontario. We cannot move the —petnochemical 
6 industryvof Alberta to our province, because the oi! 


Z and gas is in Alberta, What we can do is make the best 


8 use we know how of what assets we have got here, and 

9 itvis in that line of thought | would like to bring in this 
10/ emphasis on regional possibilities. | don't think. we 

11 want to distort the economy, or that) anyone would suggest 
12 that for what one might call parochial reasons, but we 
13 do have a duty of making the most of what we have got, 
14 and that is what we are trying to say; and that if the 

15 people who have the money available for lending were 

16 made more aware of the local possibilities perhaps there 
17 would be greater development here, and we base that 

18 hope not merely on our aspirations but upon the results 
19 we have achieved -= they are small, but | think 

20 significant -= in our own efforts here with respect to 

21 the Manitoba Development Fund and the Department of 

22 Industry and Commerce. 

23 COMMISSIONER LEMAN: You point out some 
24 place in the brief that it is very hard to measure -- there 
25 are no statistics available, and it is hard to measure 

26 the flow of savings by residents of Manitoba -=- what the 
27 total is and where it goes; where it is invested: Could 
28 you hazard a guess as to whether there is a net inflow 

29 of capital into Manitoba or a net outflow out of Manitoba}? 


30 HON. MR, ROBLIN;: That is a difficult one. 
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Terento, Ontaric 
One could take the sales of life insurance or the 
statistics of bank savinas and things of that nature to 


try ‘tocdetermine it, but ‘Il think | would be safe in 


say lig trsre i's aPAet tAfPow*kinoMaittobec | would be 
surprised if the figures proved me wrong. Here we have 
not a mature economy. We have a developmental 
economy. “We have an’econdmy Which is Gn full flight, 


one might say, between what was once basically 
agricultural, and nothing else much but some 
distributional activities) into | Oneewhi cH is becoming 
more balanced and mofé mature and more diversified 
which, it seems to me, would be requiring capital from 


fhrose ‘dreds "of fhe *ceuhtty whieh are Further advanced 


than we are, so | would expect we would importers of 
capital. 

COMMISSIONER MACKINTOSH: | have one 
or two questions, Mr. Roblin, | would like to ask 
about your comments on the chartered banks.’ | realize 


that the submission you have made is designed to 
indicate to the Commission areas of study which you 
think would yield valuable results, but we also need 
from people who know the regional situations more 
concrete evidence You say in your first paragraph 
that the chartered banks are more likely to be responsive 
to needs in the head office area than in outlying areas. 
Have you come into contact with evidence of this in 
Manitoba? This is a general statement, but we find 
it hard to pin it down. 

HON. MR. ROBLIN: 1 agree with you it 


is hard to pin down, and | imagine every area that 
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imagines itself as outlying makes the same complaint. 
| think as far as | would like to go is to say that with 
the head office complex that we have in the country -- 
and it does not apply to banks alone, because it is 
evident in other forms of economic activity as well -- 
that there isa tendency to lose sight of the local and 
perhaps the personal factor in these things. | must 
start by saying that in so many ways the chartered 
banking system does a job forithis province and it 
perhaps seems a little uncharitable to be critical. 
However, | do feel there is --- 

COMMISSIONER MACKINTOSH: | don't think 
charity enters into our banking system. 

HON. MR.oROBLIN: «It is, though, a 
component of politics, | am sure, Mr.°-Chairman..© It 
is the kind of situation perhaps which could be describeld 
in this way -- andl realize in making this comparison 
l am over-stating the case -- but | think it gives the 
kind of thing we are looking at: A branch banking 
system, even thought its regional officers are responsiblle 
for achieving satisfactory results for the bank in their 
regions, | do not think have the same quite intense 
interest in what the community is doing as, for example 
the American type bank which has its sole reason for 
being related to a relatively small economic community . 
A bank in St. Paul or Minneapolis -- although one has 
to admit the tendency to branch banking is growing 
there -- banking based on that community and whose 
sole success or failure is related to that community, 


and whose presiding executive has an intimate knowledg 
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of the personalities as’ well ds ithe economic 
possibilities is more likely to seize marginal 


opportunities that become available than a bank 
system such as ours. One has to admit it has defects , 
because in times of economic crisis that kind of bank 
may be in serious trouble, whereas in the Canadian 
banking system it is relatively immune to regional 


difficulties. You do not get the same thing to the 


same degree. So, it is nota question of black and 
white here. It is a question of degree and shades of 
colour. However, | do think we could have more 
emphasis on the regional possibilities than we have 

at the present-time®. | am quite willing to admit it is 
difficult to obtain statistical evidence. We don't know 
who got turned down. All we know are the people who 
got credit. We don't know whether the turn-down was 
good-or bad. It is difficult to get facts. Thevonly 
facts | would adduce in support of my argument is ‘the 


situation we found with our own Industrial Development 
Fund, because under the rulings of the workings of 

that fund we don't like to talk to anybody until they 
have been to their chartered bank. In fact, we don't 
like to talk to them until they have been to the 
Industrial Development Bank. It»is after they have been 
there that they come to us. Yet, we have been able to 
find a good many good investments in Keohpict ot of people 
who have been declined for oné reason or another by 
those other institutions. When | say "good investments" 
we are not running a charitable institution; it is 


operated ona strictly business like basis at arm's length), 
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and their record is not very.!ong but, such as it is, 


it is good with respect to losses. We are quite 
satisfied with it, and they have been able to introduce 
new-investment which would not otherwise be in 

place +- and this is what | would like to emphasize -- 
it would not otherwise be in place, to the tune of some 
thousand or so jobs in this province in the last few 
years, and the thousand jobs in the province of Man itobla 
is well worth fighting for particularly. when they are 
in the area of employment difficulties such as in. the 
poor areas or the smaller areas,away from. Winnipeg. 
That is the evidence we would rely on in saying there 
is a credit gap here. 

COMMISSIONER MACKINTOSH: 1 take it 
you believe when the chartered banks have done their 
bit and the Industrial Development Bank has done its 
bit and the Development Fund has taken a. proportion, 
that there is still avviable remainder that somebody 
else could finance ? 

HOW ys MR¢@ ROBLING b fthimpk sion byte put 
it this way: That our Manitoba Development Fund 
could do with a little more money. We think we could 
probably place more investments than we do at the 
present time, because naturally we have to expand the 
capital of that fund year by year as we. grow, and it 
has to take its place among the other sapitad require- 
ments of the provincial government. While it has an 
important priority, | think it could use more money 
than we make available to it because we have to ration 


ourselves according to our other requirements and other 
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Toronto, Ontario 
brioriticsy: » The suggestion we.would make, if one 
decides-theopresentasit uatian is.al! right is that we 
would then;say, !'.Give.us, some support to our Manitoba 
Development Fund, and if you place on the province 
the responsibility of digging out these marginal or 
rather difficult local opportunities, if you say that 
is a proper function for us, then, give us a little more 
Financial support and we.will accept the responsibility. | 
Thats) perhaps, iwoanld ibe,an alternnativie. to, these other 
suggestions we have made, but..we feel that. whatever 
side of the argument you come down on there is room 
for a better job. than we are doing at the present time. 
COMMISSIONER, MACKINTOSH: 1 found some 
implication in, the paragraph: which may not be correct: 
There was lack of initiative. In my limited knowledge, 
most..of ,this)credit business comes to the.institution by 
way of an,application. That is, they are not Originating 
bodies; they consider a proposition that others have 
thought up and that, aside from the desirability of more 
capital, you. may find some lack of practical ideas, and 
it is very difficult to get that. out of the banking system 
or out of the financial system which on the whole tends 


to assess a range of propositions 


HON.'MR. ROBLIN: | think thet ist@ very 
valid statement | agree with you one of the difficultie 
we are trying to overcome is that very situation. ‘We 
would like to see some method by which we can not 


only have money available for borrowers when needed; 
we want to see emphasis placed on the creation of the 


development of investment opportunities We recognize 
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Jeronto, Ontario 
perhaps that is not the function of the banking system 
today or the insurance companies or any of these 
other people we have been talking about. That may 
not be within their Proper’ roe’; "Bot we “do see “HR he a 


for something tbe’ done Ghod the creation of the 


development of investment opportunities because there 
may be capital available and plenty, but, as you right! 
point out, there is nét enough opportunity for its proper 
investment, and’ that 7 not going to do anybody any 
good. “Weare trying to do Hat oh ¢ developmental 
basis. 

We have had some experience with respect 
to that. We used forest products which Formerly were 
use s6Y' we Poufid @°Gs8' for them, found a market for 
the products, found somebody who knew about the 
process which we believed seemed a solution to our 
prob Pen «and €biniediPrrdr Gd on PS oF BuGion aes develop- 
ment of local efforts and we do not feel enough is being 
done in that respect. 

| think probably if we could arrange to 
have all our people who are interested in financing 
get together to consider this problem we might be able 
to devise some system for attracting a better share than 
we do today. 

It might be we might have recourse to this 
consorting idea so that we get more deeply into this 
which wald assist us in developing local research and 
local information which we mention in this brief so 
that we will be acceptable to the people who depend 


‘ . 
upoh us. So quite frankly | believe a good deal of what 
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might otherwise be thought of as in terms of our 
institutions and \jbanks might work towards the creation 
and development of opportunities but | think that is 
one of the key places to which this should be applied 
and if that cannot be applied |.suggest we should find 
something else. 

COMMISSIONER MACKINTOSH: You raise 
the point in a later paragraph that the banks apparently 
attempt to carry.on their lending institutions on a 
generally uniform basis throughout the country. for 
similar propositions and the implication is that the 
United States has greater variation. | think you will 
find in the United States that the rates of interest to 
the outlying regions are higher, that this does not 
mean that because of regional autonomy in the American 
banks that the outlying: districts get lower rates. They 

mean 
do not. They tend to get higher rates. | don't/higher 
than similar districts across Canada but higher. than 
the central regions so that the banking system,is more 
fair in making credit available although you may say 
that perhaps in some districts it is; only that if they 


did make the credit available it is at uniform rates. 


You feel this 6 per cent rate of interest or-ceiling 
is an element of inflexibility. Would you like to see 
this removed or raised or lowered? 

Hun » AAR #78 OBL din. a) hs ie cla should. 


consider whether or not we can improve the situation 
to introduce an element of flexibility. | say we are 
going to have to be cautious about making dogmatic 


statements about it because it is a matter which must 
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Tevent , Ontaric Q. 
have ‘a ignea to dealiofbedhsideration but let me give 


£ 
ames”. ot 
Po cd 


you some points | think should’be considered. 

If you have a uniform banking rate across 
Mig 'counittykat @merzeene Piiseems reasonable to assume 
that the tendency will be for that money to be loaned 
to those institutions where 6 per cent plus the security 
that they represent make ita secure transaétion in 
those areas where not so great security does not make 


such an attractive proposition. 


1 


Av 
this is but if it wefé looked/we' would “agsume that the 


Ihave no knowledge of just how influential 
best risks would’receive'some measure of Cénsiderdtion 
because they are the best risks and that is something 
one would have to consider. 


The second point that |) would like to mention 


is that this has to do with the Central Banking arrange- 


ment rather than the chartered banks. This deals 


with the question:of. flexibility, when, for example, 
Wie *hiath Th 9S PY Paha PSUS SOME EGUSE- IP Wal % 

private businessman then =- in 1956 we had a credit 
freeze and | said at’ the time’ that it Was be€daus eof 


the rate of growth in the country as a whole which 
really meant the central provinces were going ata 
pretty good clip and there was no need to add fuel to 
the fire but that was far from the case in Manitoba. 
In Manitoba at that time we were not operating at a 
satisfactory peak of the economy, we could very well 
have used more credit but our position was difficult 
and this was an unknown quantity. | think if there 


had been more flexibility in that respect | think we 
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Terente, Ontaric 
would have been in better shape. | appreciate it is 
pretty difficult to devise a way in which you would 
operate but it is something Ii think:the Commission 
ought to take cognizance of. 

COMMISSIONER MACKINTOSH: One or two 
more points. In paragraph 10 and following paragraphs 
you raise the question of segregation of what you call 
inactive savings or long-term investments and.loans 
to municipalities and school districts. Several people 
mentioned this inactive layer of savings, so-called. 
There is not much evidence that they are inactive 
in the sense that the banks do not mind loaning and | 
investing in their use Do you feel. if there is any ) 
measure of segregation of these savings -- at one time 
| believe the Bank of Canada suggested they be 
segregated in 90 per cent Federal .bonds.. Well, that 
sounds like a good market but whether itis @ good use 
of the capital | don't know. If they, were diverted for 
this particular purpose you are interested in they would 
be diverted from some other use. .They are idle in the ) 
sense of deposit, they are not idle in the sense of 
capital, for example, particularly the trust and loan 
companies, long-term investment, have they been good 
investors in school jdistricts,etc.,? 

HON. MR. ROBLIN: Well, | appreciate very 
keenly the implications of segregating any portion. of 
the banks' resources for a particular purpose and | 
think one would have to approach that with a good deal 
of care as well. If | were asked to choose between 


some form of increased recognition for municipal 
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Tereute, Ovtarie 
securities under the present rates and this proposal 
lhwouthch choose! the fidnmerabeT mere cisonos doubt cin my 
mind about that but we have found ‘that in the past, 


particularlyowith the lesser knowneschool districts and 


municipalities in this province that it is very difficult 
to get satisfactory markets in Toronto or the east for 
these securities. | do’not believe it is due to ie 
else than the fact that nobody had ever heard of them | 
before down there and there is a considerable amount 
of doubt about the status of these borrowers, just who 
they were and how reliable they were and we found 


difficulty in placing some of our issues and at very 


substantial rates of interest. But Iomay say that that 


situation is not as difficult for us as it was because 


4 


we have taken several steps to try ‘to remedy it. 


The first thing. is we provide for these 


borrowers an informational service through ovr municipa 


board here so that instead of going down:as borrowers 
to Toronto with no idea who or what they are, we 
provide them with a thick brochure to consider in 
respect of these borrowings. Secondly, we were able 
to co-operate with the investment: dealers themselves 
We organized a party of people from Toronto under the 
auspices of one of “the municipal companies who came 
out here and looked at us and met some of us to see 


what it looked like here and found, |! think, that we 


were very much like the people in°Ontario or “othe | 

port »| sanada adndawe FAYRk Memd@e marrers' a It | 

better for us when we'lad pedoptetdown’ titére who could 
"We have been to the placevand' fecoghize ‘the 


say, 


j 
; 
; 
} 


72 — : ; 9 WX re 
| ; 4 F = 
 tpeoqorg 2idt bio estoy tweesig “sit veb mu ee itin yee 


- 1 


P ! : af dl 

ym niotduob on 2i asiehT® oro met USdt szo0ds bluow |. 4 qh 
: a © 

epg ot ai dedi obauvel evod switud toda tucds brim | 


| brio etoirteib loodoe awond 162254 oat dt iw ylrolds itieg 
PF | q z 


| pHustitib Yrev et th tend sontvorg vint ni eoitiloqisinum 
| 10t tame edt io otnoroT of efediom'yiotont2itbe fis got 


-ehidtynp ot subv2i ti eveited fon oh 1° esttiives? szeHt Pay 


mort to broad ive bod Ybodon tont tan? Set nodt Sle { 18 


‘ 


tavoms sidorebiznos 0 21 sient bad stent “Awob’ sfoted 


odw teu] \erewertod szendt to zuinte edi tuodd Fdudb To For 


bnuot sw ban grew Vyalt sidbile: wod bad sisw yort Wit 

yisv to bao eevez? ive te snvod gnisola? nl *yilusitiib I" 

fodt iondt yor yom el tu tesvetni to estoy loiinpte due yet 
sevoo sd zow th eo eue ved! +o ott Ob! Gen 21 AOto Ute | at 

| /ti ybsmai of yvt of eqete lotevez2 Asant ’avod sw th 
seadt \ol ebhivorg ew 2i ‘paidt tarit oAT pt 
fogisinum svo dpuoidt soiviee Isgaolfemiotio nn 21oweiwod Lv 
z19worred 2p Awob '@hiopn to bostadi tod? o2 sisd’bioed er 
sw .sio yedt tonwi10 ofdw vebi on Atiw otmoroT of | Qr 

ni iwbizdoo ot sivutsoid Aordt e Atiw madt sbivotg WOs | 

oldp s18W ew \VIibnooe2 | .ephiwodliod szeit to fosqze1 His 


eeviermedt 21slosb inemtesval oft dtiw etbpisqo-05 ct 
edt sebau otmovot mort slqoeg to. Yting’s bssinvpro sW 
SHS CW évinodgmes Ipgisinum srt To en6 Io 29091qG2uD 
oo2 of zu to amoe tom bare 20 tp Badoot bao si9d tuo 
ew todt  aaidt | .bave? baw SisA! SwiP bodlool 43° fodw 
toate. YO obrmtnO qi sleeoq sali eaih atoum YIsv 9 ow 
~~ Sy he SO! 29m atasin! hi, aia WO Ae Ghoh o Fo itivog 
blues il. “9'BiA awob siqoog bel ow nudw eu aol i91ted 


re ee oe er aw" ogee 


% 


\ethercut of Toung - 840 - 


Ie rente, Ontari 
name", so that one has to be fair about it and say 
that the market for Manitoba municipals and school 


boards is much improved in the last couple of years. 


We also employed another device which | 
think is helpful and the province agrees to enter into 
an agreement with the borrowerson debentures and say 


to him that we will undertake put (Reee sear yO HOw h'ol d 


back provincial school grants to this particular board 
in order to satisfy the requirements of this bond issue. 
As we are paying pretty close to 50 per cent of al! 

the school grants in the province and in some areas 

as much as 60 per cent therefore this trustee guarantee 
this has improved the situation as far as Manitoba 


municipals and school boards are concerned and we 


are getting a better deal at the present time. There 
isno doubt it my winder to M4iat® facts 

| go on from there and say, however -- and 
| do not want to repeat it but | would say too that 
our brief be given special consideration on certain 
devices of social capital but | must say in the last two 
years due to the efforts of the industry as well as 
others we have had this quite remarkable improvement 
in our position which we must acknowledge and which 
we are certainly appreciative of. 

COMMISSIONER MACKINTOSH: You have 
not gone to the extent of guaranteeing funds? 

riON MR. ROBLIN: >No, the ‘sort of 
provincial-municipal ? No, we do not really think 
that is a good substitute for the agreement 


THE CHAIRMAN: 1 would think a hold-back 
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Terente, Ontarie 
on the grants would be very effective. 

HON. MR. ROBLIN: | seems to have been 
ethec.tivess. lt tsp cinefaatyce complete guarantee as 
far as one can guarantee anything to the lender that 
the province stands behind it with a formal guarantee 
by the province by reserving these monies in trust. 

COMMISSIONER GIBSON: The province does 
not normally guarantee these issues directly? 

HON. MR. ROBLIN: We have the power to do 
so. For example, in certain circumstances we have 
the power to do so and we have done so extensively 
but we have tried to limit our guarantees to essential 
cases because it does dilute the credit of the province. 
lf you get too many guarantees out you find it is a 
consideration when you yourself want to borrow. We finid 
the trust agreement just as satisfactory and in future 
we will be using the same system. We have a $65 millio 
hospital programme coming up over the next eight years 
and we are going to use the same trustee system in 
helping the hospitals to market their bonds. 

COMMISSIONER GIBSON: Is your motivation 
in not making guarantees simply not to dilute the credit 


of the province or is it also related to the local 


ectivity? (sonal not factor ? 
HON. MR. ROBLIN: 1 think both factors 
enter into it. We find that we have just as good 


results through the trustee arrangement as we could 
through a guarantee and therefore why guarantee. If 
we are having good results with the trustee arrangement 


we should be satisfied with them. 
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Terente, Ontarie 
COMMISSIONER BROWN: 1 wonder if | 
might ask if you are dealing with municipal issues 
and the possibility of any tax advantage, | would ‘Like [to 
ask a question: In view of the fact that most municipal 


Se OU flu ers maybe are sold to institutions that are not 
subject to income tax and therefore there would be no 


benefit to them if some tax advantage was given to 


the buyer of such securities and the only tax advantage 


to 
would be/the individual buyer who, at the moment, is 
only a small part of the municipal market, have you 


considered to what extent any tax advantage 
would lower the requirements? 

HON. MP. ROBLIN) Thetas'a consideratron 
that has bothered us and we recognize that it exists. 
However, we feel it might be better to attract local 
investors to a much greater degree than we do at 
present. Let me tell you what we did. Last year the 
province of Manitoba decided to issue its own Manitoba 


savings bonds, a 5 per cent cash on demand proposition 


which is a pretty good arrangement, | think, with most 
investors. We got nearly $41 million in three or four 
days. $25,000 limitt.., you must beto citizen ior 

Manitoba, strictly a local effort. When we analyzed 


it we found that most of the people who did subscribe 
by taking it out of the sock, we did find this large 
pool of local capital available We bed another issue 
this year at 4-3/4 per cent and at that rate we got 

$20 million We find that if you can induce them to 
come forward there are substantial quantities of capital 


around the province and it seems to be particularly in 
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Terente, Ontaric 

these smaller school districts and municipal areas that 
they are pretty largely all local people. We have a 
demand that we have to assume is unexplored and 
available. We might find out that the process might 
be of advantage to us. We have to assume that 
possibility but we just want to have a pretty good look 
at it and see how it would work. 

COMMISSIONER BROWN: Under the new 
tax arrangements with the Federal Government would 
it be possible for the province to give some special 
consideration to taxpayers in their own province? 

HON. MR. ROBLIN: No, it would not be 
possible. That is, if you want the Federal Government 
to collect your taxes for nothing, and that is what we 
now do want, it would not be possible because we have 
been through this at great length because we did want 
to bring in some variation in the tax structure but we 
were told that we had to work on their rules down to 
the last copper and that is the situation. We really 
have no power whatever to do that kind of adjustment 
to the tax corporation or income tax structure if we 
wish the Federal Government to collect and that is what 
we very much want so we have to abide by their ruling. 

COMMISSIONEF GIBSON: Have you reached 
the point , Premier Roblin, in your thinking with 
regard to these possible types of tax incentive where 
you can see whether you prefer the idea of making your 
municipal securities exempt from income tax or the idea 
of a dividend credit free from income tax? 


HON. MR. ROBLIN: Well, perhaps the 
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Terente, Ontaric 
1 dividend credit idea might be more practical of 
2 application from some point of view but | think that 
3 the psychology of a tax-free solution is the more 
4 acceptable one from our point of view. | think it 
5 would help to sell it better than the income tax 
6 reduction because many of the people we look to to buy 
7 these bonds perhaps are not very neon itient es with 
8 respect to income tax matters, | think, and certainly 
9 from a point of view of where we said it was tax 
10 free from a psychological viewpoint | would be incline 
1i to favour that. 
12 COMMISSIONER MacKEEN: Premier Roblin, 
13 | have a few questions | would like to be enlightened 
14 on. You were speaking about over centralization of 
15 the chartered banks and the possibility they were 
16 looking for their customers in the areas where their 
17 head offices or their main offices were possibly to 
18 the detriment of the outside territories. Do you think 
19 that the public appreciates the amount of de-centralizatio 
20 that exists in the banks in their areas of supervision 
21 and even below that the stage which particularly 
22 affects the small borrower of the local manager in 
23 the branch office? 
24 HON. MR. ROBLIN: Well, | start off by 
25 saying that | do not think that the man at Toronto gets 
26 an unfair advantage over us. We woul Catan te 
27 the same advantage that he gets of that personal 
28 connection and face-to-face consideration. 
29 | probably would agree with you that there 


30 may be an impression abroad that the banks are more 
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Terente, Ontario 
eenfrolized“khanethey actualtylareg beruiiseowehave 
in Canada, they have their regional organizations 


and we have some pretty satisfactory braneh bank 


operations-and | do not want to miflimize ‘oP overlook 
that fact. | simply sdy, however, not wishing to 
repeat my general thesis; !would°’simply say that we 


feel that there aré and’ should be a greater emphasis 
on the regional development idea. 

Perhaps what | am trying to get at that we 
want to see more of this’creation and development of 
regional opportunities, perhaps not initiated by the 
Financial machinery but as part of the financial 
approach, rather than just with these businessmen 
coming in and asking’ for a loan and like that and, 
so that it may end this whole argument, that it would 
be quite unfair to say that the chartered banks are 
centralized monsters or anything’ of that sort, becatse 
they are not; but on the ‘other hand | think this is 


equally valid to say that we do not have the maximum 


regional approach that | would like to see. 
COMMISSIONER LEMAN: (1 will put itoin 

this way, that the main complaint will come from the 

small borrower in times of tight money, and that in 


actual practice it is the decision ldrgely of the branch 


manager who sees this individual borrower directly. 
Do you think there is a complaint rhidret ene money is 
kept in the centre of the country rather than -~- 
HON. MR. ROBLIN: You cannot blame the 
chartered banks for tight money policy. That is the 


function of the federal authorities and the Bank of 
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Jeresite, Ontaric | 
Cgnadd. . ldo feet «rs {f) is really a repetition of 


wWhot.) said -+ 1 da however feel that this is a blunt 


instrument for which the banks may be blamed largely 


by local borrowers, and, |-sefer to my previous suggestioln 


that | would like to see something more precise than 
Solum! instrument of thas eon aiaeed feria 
But | come back again to my other point 


That cis feu sos wesure concerned the, basis,.of our 


argument would be demonstrated by the fact that we 
have a Manitoba Development.Fund, and it stil! offers 
many opportunities for investment. 

COMMISSIONER LEMAN: .Do you think that 
the banks should be required to do the rationing in 
a period of tight money? 

HON. MR. ROBLIN: 1 think that inevitably 
they are going to be saddled with that job, because 
the central bank can only lay down pretty broad rules, 
and the chartered banks have to apply them. 

| know that taking my own experience in 
1956 that | remember so well, the bank manager here, 
head office manager here, made it quite clear that his 
directive came from his head office in Toronto and 
in turn head office were obeying the regulations of the 
Bank of Canadaand it was a regulation that applied to 
the whole country so that you could not blame the 
chartered banks for that | suppose hears Punched always 
happen when we have some ceiling put on the amount 
of credit that is available. 


All | can say about that is that we do think 


that these broad national policies should take into 
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Terente, Ontario 
account local considerations. If there is no inflation 
in Manitoba we do not see why the cure for inflation 
should be applied to us. 

COMMISSIONER MacKEEN: | come from 
Nova Scotia myself and | sympathize with your 
remarks on that, but | think it would be awfully 
difficult to overcome as long as there is so little 
flexibility in the rates that are charged. | don't know. 
What is your opinion? 

HON. MR. ROBLIN: | agree with that. 
| think | would agree with that. 

COMMISSIONER MacKEEN: In other words, 
would it not be your opinion if, say, there were more 
widespread credit in Manitoba or Nova Scotia, that 
the firms having branches there, national firms, would 
do their borrowing in Manitoba or Nova Scotia and 
evt down on Ontdriro or Quebec, 

HON. MR. ROBLIN: That would be interestinlg 
to see how that works out. 

COMMISSIONER MacKEEN: One other point 
on the segregation on non-active earnings. We have 
been through a long period where savings have been 
left there, admittedly on the part of the large proportidn 
of depositors as a nest egg that they will retain under 
all possible conditions. They will borrow from the 
bank or borrow from some other source rather than 
withdraw savings; and when it comes toa point where 
withdrawal of savings becomes necessary, such as 
happened in the United States in their banking system 


in the early 30's and when money had to be taken out, 
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Terente, Ontaric 
was it not one of their difficulties that a lot of those 
banks had their investments in long-term loans that 
could not be liquidated and therefore they could not 
pay their depositors? 

HON. MR. ROBLIN: Well, | will be quite 
frank with you. As | said-a ie owl te before to one 
of the members of the Commission, we want the best of 
both worlds, let us be frank about that. We want the 
stability of the Canadian banking system and all that 
implies, and we want the regional flexibility which we 
see in some aspects of the American banking system 
which we hope that we can graft onto our stable and 
sound system of banking that has stood up through 
every trial, and some of the advantages that we see 
in the other, without destroying confidence that one 
rightly feels in the Canadian banking system. 


In connection with these muncipals, when 


we are taking the figure to bring off an annual borrowinlg 


of $252 million, many of those no doubt were for big 
institutions or big corporations like the City of 
Winnipeg, which | think would be more happy to stick 
to the traditional sources of supply. AIl that we are 
saying in respect to these segregated earnings is that 
these should be an outlet for the smaller municipalities 
that may not have any recourse to the regular market, 
but | make no bones of the fact that if | had to ¢hoose 
between this and some offering of the status of bonds 
in the market place, | would choose the latter. 
COMMISSIONER MacKEEN: To turn to anothe 


matter, that is that the banks or the large financial 


7 > 


St Oe 7 aP : "o 


- ~ . : , % tiie i 
| szodi to tol o todt esitluaiiiib 1iedt ¥e m0 ton ti zow: 
FE NaN x) 
— fodt2nool miet-gnol ni etnomteevni vied? bed adaod 


ton bluos vedi svoterved? bao betobiupil ed ton blues 
Szwiieoqeb risdt yoq 
can. ed Ihiw } ,lbeW ULIaOS -AM .UOH 
no of sieted elidw altti! o-bive | 2A . voy dtiw, anni} 
Yo teed ont tapw ew ,noliezimmoD adt to z1sdmom ant io 
ent inow oW .iedt tuodp Ano? od eu ta} <2bliow dtod 
todt Ilp ing meteye gnidanod npibonodD sdt to ytilidpte 
ew doidw yiilidixsi? lomoigey ed? taow ew bno .28ilqmi 
mateye gpnitnod apsivemA sdt to etasqen gmo2 nisese 
bap sidpiz ivo oimo tio1g avo sw tedt sqod ew doidw 
dpuoidt qu bootz end todt eniadnod to mateye bnuoe 
992 9w indt zgpmtanvbe edi to emoe ban .Inist yIsve 
eno todt sonebitnos pnivortesb tuodtiw ,isdto sAt. ni 
-Metey2 paianod npibonoD ont ni elas? yltidpin 
nadw ,zipgionum szedt dtiw ncitosnnos al 
iwo1ed Ipunnp ap ito pnitd of exupit.sdt gnidnot e1D ew 
pid 107 s1ew tduoh on szodt to ynom ,noillim S282 to 
to ¥tid edt sil enoitorogros pid 10 enoftutiteni 
acini ot yqqnd s10om sd bluow Anidt | doidw ,esqinniW 
91D ow tont ILIA .ylaque to egoiuee Ipnoitibpit edt of 
vor 2i gpninres bstypsipse sesht ot ta9q291 Ai Qniyre 
ere Tree veliome sdt 10% teltuo ao od bluoda sesrt 
vtertiom wlugs1 gdtyot bsebisle Yo evod ton, yom toni 
| bine ot bod | 7i tod? top? ant Yo zemod on saom | tud 
| 
. 2ebnod to eutpte oni to enitstto smoz bao 2ini neawted 
-1stip!l edi seoona bluow | .99p1q textiom edt ni 


tome of nwt oT :MaIXoeM AAMOLZZIMMOD 


Nethercut & Young - 849 - 


Terente, Ontaric 

institutions should be willing to permit or to advance 
part of theirsinvestments cin: risk wentures so called, 
Or development, or whatever one wednts to. term it, 
there is certainly,a duty that.devolves ion the invest- 
ments in those institutions... | was,wondering, you have 
some issues with sinking funds in, the Province of, 
Manitoba. 

HON IMR. ROBLING Yes. 

COMMISSLONER MacKEEN:..Notallt of them 
| take it. 

HON. MR « ROBLLNe |Welt,.as.far.as the 
province itself, is; concerned, jon.our, direct issues.we 
pay 3 per cent sinking fund. For utilities we have 


| per cent sinking fund and 4 sper cent, interest 


accumulation. So;:that in -all.of our. direct and those 
guorantees there,is a sinking fund, and.!| think. | am 
correct in saying that almost all of our municipals 


there is some sort of sinking fund or annual repayment 
feature as well. 

COMMISSIONER MacKEEN:..Some provinces 
handle that directly, the sinking. fund, and jin. other 
cases they go to institutions.) 1 don't know how Manitob 
handles it. 

HON. MR. ROBLIN:. We handle the sinking 
funds for our own direct issues:vand for those of our 
yhickict ted 

COMMISSIONER MacKEEN: To get back 
to the !0 per cent or whatever the percentage was to 
go into risk capital, would you, consider that as a good 


medium of investment. for a proportion of your. sinking 
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Terente, Ontaric 
1 fund? 
2 HON. MR. ROBLIN: “Not of our sinking 
3 fund but our other funds. You are touching on a good 
4 point here, because what is sauce for the goose is sauce 
5 for the gandeirse What wechave ‘done with: our sinking 
6 fund is we have used it extensively in the support of 
7 Our municipal and school board issues. You wilt find 
8 that in these sinking funds and also in the pension 
9 retirement fund and the workmen's compensation funds 
10 which we do not directly control but we have some 
11 influence on, let us say, there has been a very proper 
12 diversification ofthe iPede fivities Infdé our own local 
13 requirements. | 
14 Now, with respect to the point as to whether 
15 they should go into risk capital measures, | really see 
16 no reason why not. In fact | might possibly persuade 
17 some of those bodies to buy some of the issues of the 
18 Manitoba Development Fund, | may get a little money 
19 out of them perhaps to bolster up this fund, but whether 
20 or not that individual fund, we are committing a certain 
capital of the 
21 proportion of the/people of our province to those sort 
22 of elements and it might be that we should look after 
23 it by getting some contribution from these other funds 
mentioned, which is not beyond the realm of possibility. 
COMMISSIONER MacKEEN: <1 believe the 


basic idea was that at bond issue maturity they may hay 
something which was covered with sufficient incentives 
to pay it up, but if part of that money were ina long- 
term risk venture it might be difficult to realize on it 


at the time that the maturity of the issues came due. 
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Terente, Ontarie 

HON. MR. ROBLIN: That would be the casel, 
but | do not visualize placing those institutions in that 
position. |! would have an intermediary step. | think 
| would ask them to take this pattern of security, 
agreeing to take both these risk ventures and, with them, 
buy the securities of the vehicle that is going to do thifjs, 
For example the Manitoba Development Fund, and that 
there should be a continuing market for securities of 


the Manitoba Development Fund. So that if one has to 
redeem a bond issue and one needs that money, there 


is a market by which one can liquidate that investment. 

As far as the province is concerned, we always 
have a strmpeline of action in that we always have 
that volume in there to be placed, invested from time 
to time, long and short term, and we can so organize 
our affairs that this would not present a problem. 

Of course with any suggestion | make about 
risk capital that is.a factor thot has gon to be 
considered. You just cannot go into it without considey- 
ing that, but | do think it rs mou feally tac difficurm 
to devise a suitable way of hedging yourself against 
that situation. 

COMMISSIONER MacKEEN: Suppose you did 
not have this revolving fund, Mr. Premier, and you 
were a trust company governing a sinking fund for 
a province Would you feel that as Bega company 
you would be justified in putting in the fund risk 
capital securities? 

HON. MR. ROBLIN: Under certain 
circumstances. If for example the type of machinery 


that | have been trying to sketch were in use, that you 
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Terente, Ontaric 
actually took this money and intead of investing in 
issues of another fund you invested it in the issues 
or securities of the Manitoba Development Fund for 
which in turn there was a general. market,, then we 
could do so with relative ease of mind. Then when the 
time came this money could be recaptured for the use 
for which it was intended. 

| do think that we-could find some way to 
hedge ourselves against that situation, and.!| do not 
think it would be wise to overdo it, but lam not 
suggesting that major portions of the money, should be 
used in this way. | would be. satisfied jif .the 
institutions, in other words, would invest what they 
are entitled to do under theistatute in that kind. of 
security. | think that would probably satisfy me 
because | think they are not anywhere near that ceiling 
at the present time. 

COMMISSIONER MacKEEN:. Then | believe 
the large institutions, the insurance. companies 
especially, which are entitled to 5 per cent in equities 
of a seasoned nature, who have paid dividends on their 
common stocks for a period of years and so on,.it has 
been suggested quite largely that there just are not 
enough of that class of security to go around. 


HON. MR. ROBLIN:. Well,. that may be the 


COMMISSIONER MacKEEN: They have been 
met by a very low, lean basis for that reason, 
HON. MR. ROBLIN: There may be difficultie 


there, | don't know that. If one books at the charts 
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Terente, Ontario 
1 that appeared in the Evening Post on March 3st, 
2 one can seecthat the investinent lim-common preferred | 
3 stocks, is very small indeed: di do Aétethink | am really 
4 suggesting. that a particular-insurance company should g 
5 hog wild on dhis businéss of mgk od p et dh seu f ale do | 
6 think that they could take a portion of their resources 
7 and perhaps contribute them tora consortium, something 
8 like the finance funds for industry they have in the 
9 United Kingdom. They have two funds there. What 
10 are the names'?. | believe there is:the Finance 
11 Corporation. for Industry and theeIndustriall-and 
12 Commercial Finance Corporation! who 1 think are finance 
13 by the government. 
14 COMMISSIONER, MackKEEN: Itohas the effect 
15 of spreading the risk? 
16 HON. MR. -ROBLIN: That is what | am getting | 
17 at, and we should not expect any of ithese institutions 
18 to expose these funds to undue risk, because they | 
19 have their obligations to policy! holders and others and | 
20 it is no use overlooking that, butel do think we could 
21 get some of the money they. have available into somethin 
22 like the Industrial and Commercial Finance Corporation 
23 in the United Kingdom..The government can share in it, 
24 they can put it in my little Manitoba fund if they want 
25 to and we can spread the risk and. we can do an awful 
26 lot of good with a very small contribution. 
27 COMMISSIONER MacKEEN: 1! have always 
28 understood (1 do not know whether it is true) that they 
29 are pretty tough when if comes to making investments 
30 themselves. As public bodies’ or semi-public bodies 


they do not want to risk too much funds in any new 
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Terente, Ontaric 
1 venture. 
: HON. MR. ROBLIN: |-agree with that and 
3 one cannot blame them for that. After all they aré 
4 also interested in a sound return. 
5 lam not trying to minimize those facts. 
6 What | am trying to say is that, given the particular 
7 financial structure of our country and the very large 
8 amounts of the public savings that are invested in these 
9 firms, that there is a wider responsibility that we°have 
10 to consider other than the ones that are imposed on them 
11 at the present time.” | think one of them is considering 
12 what we are doing with our savings in the development- 
13 al and creative side of our economic activity. | do 
14 think we should try and devise a better machine than 
15 we have now for making some funds available for that 
16 particular form of investment. 
17 | am aware that our remarks may appear 
18 to be rather harsh or critical of some of these people 
19 inthese institutions, and | would regret that, ‘but it 
20 is sort of inevitable when you are taking a narrow, 
21 regional standpoint, that we feel this probably could 
22 be a contribution at the present time. We do not want 
23 to overlook the good they do, the soundness of their 
24 situation or their responsibilities. That would unwise. 
25 But | do think that we cou!d create something like the 
26 Industrial and Commercial Finance Corporation in the 
27 United Kingdom and get good results with the co- 
28 operation of the insurance companies and the trust 
29 companies and, if necessary, the government. 


30 COMMISSIONER BROWN: Mr. Premier, one 


etn eRe REDS 


Piel eo > 
ov enutinas 


bme todt-dtiw es19p | sW1I@OA OSIM .WOH Bins 


| vere. yedt Ilo asttA. .todt 190% modt emold fonnps sto 
| 
ee -miuter bnuoe © ni betesietnl oelp 
| 
te seton? ezodt ssiminim of gniyit ton mol 
| Solwoitiog eft nevig , tedt ei yoe of paiyit mo | todW 
| serol yrev edt ban Witnues ivo to srvitsurte Tota nonit 
jszent mi botesVni erp todt epnivoe silduq edt to etnavomp 
sved ew todt ytilidienogzar 1sbiw so 2i etedt todt > vemiid 
medt no bezeogmi etm todt 2en0 ent mont iedto vebienos oF 
eniiebiznos ei msdt to ono Anidt Yo emit fng291q adt to 
cvinamqoleveb eft ‘ni egnivoe ius dtiw pniob sip sw 4b nw 
ob | .\tivitoe simonoas wo io sbiz svithe4s bab Ib 
. nedt snidovm ietted p seiveb bao yit bluode sw Anidt 
todt 10% etdeliove ebnud smoz pnidom ee won sve" ow 
-insmtzevai to miot iplusitiog 
wseqqn yom eliomst ive tod? svowbp mop | 
slqooq szent to smoe to lasitits 10° da1od?4)6dtor od of 
ti tud ,todt tergsi bluow i ban fenéitutiteni’ sent ni 
,wWortrbn © penidpt s10 voy nendw eldntivent Yo toe 2i 
bluos yidodova 2int Ise? aw tpdt .thiogbnote is'noips. 
Aiea ton ob oW . omit tngesi1q silt to noitudiitnos 3 ed 
tisdt Io eeenbauoe sit (ob yont boog sdi Ao0dlisvo of 
-seiwnu bluow todT~ .selitilidieanmoqass aisdt so Noitoutiez 
edt ail pnidtemoe dinS to biueos sw tiodt anidt ob | +u4 
adt ni noltpioq10d sanpnidt IpioveammoD bao fofiteubal 


-oo edt dtiw 2tlues1 boop tee bao mobonia betinU 


— tutt edt bap rainagmos sonniveni sAht }o noitnieqo 


: ur <scouemaes ‘yrosadaateh .bno esinngmos 


29 


30 


Nethercut & Young = 855 =| 


Torente, Ontaric 
of our prime functions is, of course, the consideration 
of the different problems insconnection with the Bank 
of Canada. You have a section on that.’ There are 
one or two points on which | would like to get some 
further thoughts from you. 

You discussed the possibility of some regiona 
consideration or consideration of more regional 
problems by the Bank of Canada. When the Bank of 
Canada was set up this was ‘taken into consideration 
through the establishment of the principle that the 
directors would come from various parts of Canada. 

Do you in fact as a government havevconsultations 
at all with Mr. Sprague in connection with this or 
have you considered discussing this with him? 

HON. MR. ROBLIN:- No, we have not had 
any consultations with Mr. Sprague, although | am 
well acquainted with him personally. Our feeling, 
| think, would be that perhaps we ought to -= our 
feeling fundamentally would be this that the Bank, 
it would probably be fair to say -=sb hope it*would 
be fair to say that the Bank is probably advised by thei 

and 
executive committee/officers as to» what they do. 

Well, no doubt the directors contribute 
regional points of view and have to finally pass on 
whatever is done, but | think we would tike to see a 
little more of the regional aspects developed*through 
the working officers of the, Bank whovhave the day-to- 
day management of it and that kind of thing. We feel 
that probably a more effective way should’ be added 


to the regional representations made by the directors. 
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Terente, Ontarie 

1 COMMISSIONER BROWN: Would you 

2 consider more directors to assist them? 

> HON. MR. ROBLIN: No, what | think 

4 | would consider is whether or not we ought to adopt 

5 some variation of the American system, where they 

6 have federal reserve districts which are specially 

7 appointed on regional problems. | think that should 

8 be considered. 

9 COMMISSIONER BROWN= You mention 

10 that and you suggest that perhaps we should try to 

11 have regional rates of discount. In the United States 

12 of course, while this may occur for very short periods, 

13 they quickly seem to adjust to the same thing, and 

14 | think that the commission on money ond. finance 

15 they just had down there, under the auspices of ‘the 

16 C. BoB, came up with the recommendation -:that 

17 they were too decentralized and they wanted to be 

18 centralized more. So it almost appears:as though 

19 experience has shown many that capital flows easily 

20 and it is better to centralize it than’to try to 

21 decentralize it. 

22 HON. MR. ROBLIN: Well, | have to 
acknowledge their opinion. | don't think it would 
deter me from saying that we would like tovhave 
more consideration given to regional problems. Whethe 


we have suggested the best» means of achieving 
this it is open to question, but | think we would 

still make the request. This brings up one further 
point, one of the big problems that is in this 


question of relationship between the direction 
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Terente, Ontarie 

of the Bank of Canada as represented by the Governor 
and the Government of Canada. We all know what 
happened last June and the statement by Mr. Rasminsky 
that he thought there might be an amendment of the 
Bank Act to make this more explicit. 

COMMISSIONER BROWN: You suggest 
almost there should be instead of just one boss of 
the Bank of Canada possibly Il bosses? 

HON. MR. ROBLIN: Well --- 

COMMISSIONER BROWN: Would you Jtike 
to develop this a little further. |. would just like 
your thoughts. 


HON. MR. ROBLIN: Tfididoid!goutolo far, 


because | do not think we contemplate with any 
satisfaction Il bosses. It is hard enough to -get along 
with one. | don't think | would like to suggest that. 


Vhat | am trying to say is that we think that the 
Bank of Canada should pay more attention to the 
regional situation: in considering their problems than 
we believe they do at the present time. 

| come back again to my example of 1956 
when a measure was imposed which was perhaps quite 
justified in the major sense of Canada which was not, 
in my opinion, justifiable in Manitoba. We feel if 
the Bank could devise some method of weighing 
regional considerations a little more than they do now 
that would probably be sufficient. lhat is the kind 
of problem we are getting at. We recognize the 
difficulty of this because it is obvious in the financial 


machinery one has to consider the nation as a whole 
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as the terms or fundamentat responsibility of the Bank, 
but we do, feel theriesis room for) more consideration 
ofathecnegional ysituahion catr¢he same time although 
not. toothe,extent if} would subvertsor undercut what 
is necessary in the national interest. 

COMMISSIONER GIBSON: On this point do 
| take it from what you have said, Premier Roblin, 
your thinking in regard to the decentralization of 
the, Bank of Canada's functions would tend towards 
having more senior officers spread around ‘the country 
andthe setting up of reserve banks, 'as the Americans 
have, under a national board? 

HON. MR. ROBLIN: That might well be 
a way of approaching it. 

COMMISSIONER- GIBSON: You do suggest 
that a little at one point. 

HON. MR. ROBLIN:. Yes, Ilo think we are 
faced here with the fact we are suggesting every 
possible remedy we can think of to our basic* problem 
of more creative, developmental business for the 
Province of Manitoba. We really do not expect you 
to accept them all, if you accept any, and | think a 
good deal of our problem will be met by the "either/ 
or' proposition. If, for example, we were able to 
secure a better regional development of the Industrial 
Development Bank, anda better liaison between it 
and our own fund, and perhaps some infusion of funds 
into our own fund, that may settle our problem without 
recourse to these more far reaching propositions with 


respect to the Bank of Canada. I think it isoa question 
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1 of balance, and you gentlemen have to weigh which 

2 of our suggestions have any merit, and | do not want 
3 to leave with you any impression we would like to 

4 have all of them, because perhaps our end could be 

5 achieved without that. 

6 COMMISSIONER MACKINTOSH: Have 

7 you nota close liaison between your Cevelopment 

8 Fund and the local office of the Industrial Development 
9 Bank ? 

10 HON: MR. ROBLINe »Undort-uaait elwe nox 

11 | would like to say we are on good terms with them, 
12 but as for getting the results of their investigations 
13 or any of the data they have on the regional develop- 
14 ment or particular cases that come before our fund, no. 
15 We have to ab initio get our facts and information 

16 together. We cannot understand that. We would like 
17 a pretty close working relationship, and | am told 

18 by my officers that it is not the case at the present 
19 time, and it is due to the regulations of the 

20 International Development Bank. Cne understands 

21 the desire to protect the privacy of legitimate rights 
22 of the people who deal with them, but we think even 


with that in mind there could be a greater co-ordinatio 
between the two. 

COMMISSIONER MACKINTOSH: If they 
turn down an application and your ee ee ae 
picks it up, do you not get any background or 
documentation from them whatever? 

HON. MR. ROBLIN: The report | receive 


is, no. We start from the beginning and find out for 
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1 ourselves. That is information given me by my officers 
2 COMMISSIONER BROWN: You bring up the 
3 point about the Bank of Canada having the power to 
4 act as fiscal agent for the provinces: You say it 
5 has never as yet been willing to assume this role. 
6 Have you asked them to do that in Manitoba? 
7 HON. MR. ROBLIN: Yes, we have. 
8 COMMISSIONER BROWN: Recently ? 
9 HON. MR. ROBLIN:, Since | cam into office 
10 which is four years ago. | am told it was done a 
11 year anda half ago. 
12 COMMISSIONER BROWN: And they declined 
13 HON. MR. ROBLIN: They declined. 
14 THE CHAIRMAN: What would be the 
15 advantage,do you think, to have the Bank of Canada 
16 act as fiscal agent? 
17 HON. MR. ROBLIN: | think it may secure 
18 us a better place in the market. That would be the 
19 principal advantage. 
20 COMMISSIONER HARROLD: In Chapter VI, 
21 Premier Roblin, you. discuss the specialized agencies 
22 there, and the Industrial Development Bank, and you 
23 state, | believe, in these paragraphs | and 2 that it 


appears that the International Development Bank has 


been integrated into the monetary policy of its 


parent, the Bank of Canada, and the implicationis that 
this is an unsound policy, and if, in fact, the 
Industrial Development Bank in periods of recession 

is more active in loaning, do you not think this is 


something to do with a sounder ecanomy tr;moere 
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stability in our economic position? 

HON. MR. ROBLIN: My own opinion is that 
the operation of the chartered banks in that connection 
gives sufficient stability in that particular phase 
of the operations of the economy, but my objection 
or my point of view is based on aq concept of what 
the Industrial Development Bank is supposed to do, 
which may or may not be a right concept. | look 
upon it as an agency which is responsible for this 
whole phase of the creation and development of economic 
Opportunity rather than just another source of obtaining 
money, and | think the Bank itself js beginning to 
recognize this because up to a few years ago if you 
could get mmey from the International Development 
Bank you could get it from anybody. | speak from 
some experience: | was a businessman before | got 
this job, and my impression in dealing with the 
International Development Bank in those days was that 
if you could satisfy them there was nobody you could 
not satisfy. You may as well stick with your chartered 
bank, which | did, incidentally. But | think there has 
been a dramatic change in the bank's outlook 
recently: Their volume of loans has doubled, and | 
think they have done a great deal to try and enter into 
this developmental and creative role lam trying to stress 
here this morning, and | look upon the Industrial 
Development Bank as one which should have as its main 
profession this matter of development and creativity 
rather than just the rationing out of funds. If that 


view of the bank's role is correct, then | think the 
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commentswe make follow; if it is not correct, then 
the comments do not follow. 

COMMISSIONER HARROLD: You suggest 
they probably should be separated from the Bank of 
Canada: If that were done, would it be in your best 
judgment -- would you think of it as a Crown 
Corporation, or under an agency, or under one of the 
departments of the Federal Government ? 

HON. MR. ROBLIN: | would imagine it 
in the same role as our Manitoba Develiopment Fund 
here, and that is, it is a Crown agency but it is at 
arm's length from the executive branch of the 
government. I do not think it is desirable for the 
Cabinet or any group of that sort to be running the 
Manitoba Development Fund. You should choose for 
them a competent board of management and let them 
run themselves on a business like basis, and if they 
are not at arm's length from the executive branch you 
ore headed for trouble. | suggest if anyting happens 
about the International Development Bank it should 
be at arm's length from the federal authorities. It 
should be given clear terms of reference which stress 
the developmental aspect of the matter and left on its 
own to do the job. 

COMMISSIONER HARROLD: When you get 


to your explanation of your own Manitoba Development 


Fund and the Community Development Corporation, woulld 


you like to elaborate a little further on just exactly 


how they are financed and how they work here in 


Manitoba? 
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HON. MR. ROBLIN: | could supply the 


members of the Commission with the Act under which 


this fund operates. | can roughly describe its 


activities: Its main emphasis is on;the creation of 


new employment in the Province of Manitoba. It 


Is creative and developmental in its approach to these 
problems, and it is limited to assisting the operators 


of operations which will provide new jobs We are not, 


for example, dealing with people in the distribution 


industries or trade of that sort. We are interested 


in manufacturing plants and the tourist industry in 


the main. So, we are interested in creating new jobs, 


and that is the whole focus of this thing rather than 


just lending money. This is the theme underlying al! 


| am trying to say about this today -- lending money 
to manufacturers and people who are going to provide 
employment, and the tourist industry; it can provide 
money for the local development corporation -- going 
out to a small town in Manitoba and suggesting they 
organize into a corporation and collect $50,000 
or $60,000 and apply it to some industry, and our 
Development Fund will come up with some of the money. 
So, we get a partnership of that sort. Incidentally, 
one of them just declared a 6 per cent dividend the 
other day, so that is working in the proper way. So, 
this Fund has these tnree purposes. 

lt also provides technical and business 
advice and guidance to the people who are borrowing 


from it, and it works in close co-operation with the 


Department of Industry and Commerce because the 


| ee 
edt yviqque bluoo | :UlJ8OR .AM .AOH 
doidw sebmnu toA sdt dtiw noizeimmoD ont to 219dmoam [ 


eti edirozeb yildguoi nwo | .2storeqo bnul eidt 


to noitosts edt no 2i ziendqme niom atl :eeitiviton 

t! .pdotinoM to soniverd edt ni tnemyolqme wen 
szedt ot dopoigqo ati ni loinemgoisveb bono asvitosis ai 3 
210 tpisqo edit gniteizen ot botimil 2i ti bao ,ameldorg |v 
,ton 919 SW .2doj wen Shae) lliw doidw caphind see lo | & 
petiadiviat edini slgosq dtiw gnilosb ,slqmoxs 107 Q 
betzsietni 910 sW .tioz todt io sbhoit 10 2ei1teubni or 
ni yiteubni teituet edt bao 2ztnolig gniivtoptunom ni a 
,2doj] wan enitneis ai batzsistni s1p 9w ,o2 .niom ent ct 
noni isdtor enidt 2zidt to eurs0? slodw ent ai todt ban EL 
Ilo gniylisbnu emoent odt 2i zidT .yenom gnibnel teuj Af 
Sark enibnel -- yobot zidt tuodn ype of gniyit mo | om | 
sbivo1qg of pniog sin odw siqosq bao aisiutootunnm ot of 
sbivoiq noo ti yyiteubni teisvot edt bao ,inemyolqms Ww 
eniog -- noitotogios taemgolevseb Inoso0!l edt 10} yenom &t 
yedt pnitespoque bao odotinoM ni awot Ilomz p of tuo ss 
000,0C2 tosilos bno noitpioqios » otni ssinngio Os 
ive bhp ,yiteubni amoz ot ti ylqqn bao 000,082 10 ig 
-x¥enom sAt to am oz Atiw qu emoo Iliw baud tnemgoleved ss 
eitetece tan -tie2 ipdt to qide1sniing pv tep aw ,oe é 
eit bnebivib tas. i9q 8 » baiplosh tzuj moadt to eno jas 
Oe = .XOW 1eqorg edt mi eniaivow zi todt o2 ,yob rato pee 
-2920q1Uq asint sesdt 2eod baud zint os 
ezeanizud bno lovindoet eabivoig ozln ti ¥s 


eniworred sip odw siqoeq ent ot sonobiup baw svivbo 
edt diiw noitorsqo-0o szolo ni atiow ti baw .ti mort 


edt ezunsed sa1emmoD bap yiteubal to tneamtrioged 


oa : nev 
7 


oe [ea <a : = ._ MS ; a _ > 


Nethercut & Young - 864 - 


Terente, Ontario 
actual function of the creation and development of 
these new opportunities is shared, in a sense, between 
our Department of Industry and Commerce and the 
Bank. The Fund uses the research facilities of our 
Department of Commerce to find these opportunities, 
but the fund alone decides whether the particular 
investment is sound. They have that whole responsi- 
bility and they are not interfered with in carrying 
out their business. So, you have a situation where 
we can supply complete market studies, business 
advice, feasibility studies, business assistance, 
location information, promotion, and all that kind 
of thing with a view to recognizing these new 
opportunities and therefore increasing the employment 
possibilities of the province. 

The source of funds at the present time is 
exclusively the government of Manitoba. We supply 
money on two terms: One is debenture capital which 
we supply and on which they pay us interest slightly 
in excess of the current provincial borrowing rate; 
and the other is share capital on which they payno 
interest but which in due course we expect will be 
eligible for dividends and other returns of that sort. 

As of February of this year they had approved 
loans in the neighbourhood of $10 million. About 
$6-1/2 million was outside the Winnipeg area which 
indicates the present need for credit in rural Manitoba. 
We estimate that their activities have resulted in 
$18 million worth of investment, dollar for dollar, 


between the Fund's contribution and the private owners' 
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contribution,and that it has increased factory 
production by about $13 million, tourist revenue by 
$600,000, and the estimated direct increase in 
employment is 1,228 persons, and in this province 
that is a very helpful increase in our employment 
Opportunities. 

They are managed by an independent board 
of directors,.and. there vis no. governmental cinterference 
in the affairs of the Fund, and all decisions concerning 
their operations are made in an impartial and business- 
like manner by the board of directors. 

Loan enquiries are developed through the 
Department of Industry and Commerce, chartered banks, 
community development corporations and other people 
who know about it, and first of all we like to be 
sure they have investigated the regular sources of 
credit. We are not interested in competing with banks 
or the International Development Bank or anybody else 
who has got money. We are only interested in 
supplementing and coming in on these propositions 
which cannot be financed in the usual way. One of the 
advantages we have is that everybody being here 
re we get pretty quick decisions as to what is 
needed, and the people on our board are familiar 
with the personalities involved. | may be wrong, but 
| put great stress on this knowing the people you are 
dealing with, particularly in credit matters of this 
sort, and the fact our directors know, perhaps well, 
many of the men that come before them for credit, 


and they know the local circumstances down to the last 
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T -- they have been through the problems of being 
successful businessmen in Manitoba themselves, and 
they understand it, and we think that helps us to be 
rational and also helps in dealing with these 
applications that come before the Fund and which do no 
appeal to other people who donot have the same set 
of facts and knowledge that our board of directors has. 

The security varies, but as a rule it is on 
real property or chattel mortgages. 

[don't know whether there is anything else 
you would like to know. | can let the Commission 
have the last annual statement and a copy of the Act 
and that sort of thing so that you can get the technical 
details. 

COMMISSIONER HARROLD: Does the Fund 
have any continuing management interest or supervision 
of the industries it loans to? 

HON. MR. ROBLIN: Yes, where necessary. 
| think in many, many cases it may not be required, 
but where we feel some kind of consultation is 
necessary we have the opportunity to look after it. 

COMMISSIONER HARROLD: Do the interest 
rates that are charged vary with monetary policy and 
the interest rates generally? 

HON. MR. ROBLIN: They have to be half 
of one percent above the provincial borrowing rate -- 
that is the minimum they can charge Yessy If ip Welf 
of one per cent over the provincial borrowing rate 
up to 7 per cent -- depending on the nature of the 


borrower. Also, other things being equal, we try 
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to have our Lréel! Sob IGN eOdb Ve) FHS SIDRe triad Farad 
Development Bank as well because that isa pretty 


direct encouragement to make sure they have exhausted 
the patience of that organization before they come to 
Us. 

THE CHAIRMAN: 1 think there will be a few 
questions in addition to be asked, and maybe it would 
be convenient to adjourn, Mr. Premier, if you are 
available tomorrow morning. 

HON. MR. ROBLIN:. Thank you very much, 
Mr. Chairman. | would like to do my best to answer 
the questions as long as there are any, and | can come 
back and do that. Our House sits at 2.30 this afternoo 
and | see from the order paper that | am in fora pretty 
busy afternoon there. 

THE CHAIRMAN: Yes, we understand that 


and we can proceed this afternoon with other briefs. 


So, if it is convenient to you, we would like to have 
you available for some further questioning. We wil| 
adjourn now until 2.30 this afternoon when we shal| 


hear the submission of Professor Barber. 


--- Luncheon adjournment. 


awe AF 2.35 FM the hearing commenced. 
THE CHAIRMAN: We shal! now proceed with 
the submission to be made by Professor Clarence — 


L. Barber. 
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SUBMISSION OF PROFESSOR CLARENCE 
L. BARBER, UNIVERSITY OF MANITOBA 


MR. BARBER; Mr. Chairman, members of 
the Commission, rather than simply read the summary of 
my brief | would like, if | may, to only underline 
three or four of the major points that | make in the 
written brief 

The first point | would like to emphasize 
is the difficulties which Canadian economic policy 
faces because of our situation vis-a-vis the United 
States. “If we try to Carry out economic policy and it 
differs or varies sharply from the policy being carried 
out in the United States it may give results which 
would differ substantially fromthe situation if we 
were more or less independent or isolated and | think 
the conversion loan is an example of this type of 
policy. Certainly things can be said in its’favour 
viewed as an operation for a country which is independ- 
ent completely of other financial markets but | think 
the evidence is pretty clear because Canada carried 
out the operation bf greatly lengthening its debt at 
the very time that the United States was moving in 
the direction of Shortening its debt the major impact 
was to increase sharply the differentiation in interest 
rates between Canada and the United States 

This caused an increase in the amount of 
funds borrowed in the United States market, raised 
our exchange rate and caused difficulty for Canadian 


industry. | raise this now -- it is in my brief -- 
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as an example of what might be characterized as the 
wide range of our financial market 
For example, to give another possible impact 
if you place restrictions on finances in Canada with 
aview to limiting their borrowings one of the major 
effects of this may simply be toforce them into the 


United States market. 


Now, | was told personally by an executive 
of a small finance company about a year ago that they 
had borrowed something like $8 million to $10 million 


from banks inothe United States on short-term loans 
simply because they could not get the funds in Canada. 
Since they were borrowing this ata time when there 
was substantial unemployment in Canada the effect 

was to raise the exchange rate and to increase un- 
employment in Canada. So |l would sd gH eke there is 

a need to examine all our financial institutions and 
our monetary policy to look rather closely at the 
inter-relationship between Canadian and American 
rates. 

The second point | would like to emphasize 
again is one which ! think has not had enough attention 
in Canada and that is the close relationship you may 
get between the amount of government indebtedness 
and the amount of our foreign indebteness. | think 
that you could say, gentlemen, the more willing we 
are to incur a government surplus or on the average 
the smaller the government deficit the less we are 
going to have to resort to foreign capital markets 


to finance our capital programme in Canada. The large}, 
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on the average, our deficit the smaller our surplus, 
the more dependent we are going to be on foreign 
funds to finance capital investment. 

| think it is an important consideration when 
you realize that government expenditure levels have 
been rising in Canada toa degree, for example, where 
government expenditures were at the leve! of exceeding 
40 per cent of our national income and had increased 
firom ca demel jofiahout-34,per cent in,1953.-. As: this 
trend continues you can see it is going to. be more 
difficult for governments to finance or to raise the 
taxes under the circumstances let alone finance a 
substantial surplus which would be required if we 
were going to finance a larger part of our total 
investment programme in this way 

In that connection | might say that the 
data which | presented in Table 3. on page 8 of my 
whtteasbried; ct otiink,t pointed. outrihe decline and 
the extent to which Canadian savings were financing 
over-all capital investment in Canada and perhaps 


even understates the problem because in that Table 


| do not take any account of undistributed profits 
of corporations whicn really accrue to the United 
States. In that Table | was counting those as Canadian 
investments. If you make allowances for this the 


picture is even more worse in terms of the share: 
financed through Canadian savings. 

So | think it would be very worthwhile if 
the Commission were to recognize as part of their 


study the movement of the rising level of foreign 
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indebteness and total effect of this On our over-all 
balance of payments situation. 

The net debt, | think, in 1961 had reached 
$18 billion If that were to yield even 5-1/2 per 
cent dividend and interest it Would involve the net 


Payment in the balance of payments of upwards of 


$1 billion or approximately $I billion. 

think We dite @ IN Fflélfoo prone to GssGme 
that capital inflows are always per se desirable and 
yer l Think’ Your €an' Sée thar ever the laser inves of 


Four years they have become excessive, they may 
seriously harm part of the economy and there is a 
problem not only of finding sufficient capital funds 
and being able to obtain them from other countries, 
there may also be the problem of trying to prevent 
a flood of capital buying up Canadian companies or 
financing -- by interest differentiation -- Financing 
Canadian municipalities with the effect that there is 
an over-valued rate of exchange and a harmful effect 
on the economy. 

The third point | wanted to emphasize was 


the effect which a fluctuating exchange rate can have 


on the economy generally. A free rate, | think, has 
certain advantages. Certainly it tends to limit the 
possible impact of de-stabilizing the capital movement 


and because of our proximity to the extremely large 
United States capital market this is an important 
consideration but | think we must also recognize that 
aswing from par to a premium of 5 or 6 per cent and 


a movement back again to 4 or 5 per cent changes very 
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substantially the terms on which Canadian manufacturin 


industries compete with industries in other countries. 
And if Canadian manufacturers have to be prepared 
to undergo these alternate periods of stimulation or 
penalization they are likely to be inhibited from 
perhaps expanding the. length of their range of 


operations as much as they might and they may have 


difficulty embarking on fonger range production plans. 


Finally, | would like to say just briefly 
that it is still my feeling that the general level of 
interest rates in this country at the present time is 
higher than can be justified economically in terms of 
the best interests of the country. | think that there 
is alot of inertia and a lot,of thinking makes it so 
in interest rates. Roughly, | think the situation is 
that the impact of the conversion loan raised the 
whole rate, of interest levels in Canada and while they 
have moved down somewhat relative to those in the 

which 
United States/apparently because of balance of pay- 
ments is pursuing a rather restricted monetary policy, 
they still are higher than | can find any justification 
for on economic grounds. 

| have suggested several ways in which the 
Bank of Canada might take some action to bring them 
down. | think part of the difficulty is that there is 
a reluctance to increase the money supply sufficiently 
to bring them down partly because there are a lot 
irrational fears about this problem of increasing 
the money supply. 


With those four points | think | have under- 
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lined the points which | would fike to draw to your 
notice and | would now be glad to answer any questions 


you might care to direct. 

COMMISSIONER MACKINTOSH: Professor 
Barber, | knéw the members of the Commission have 
read your brief with great interest It does touch 
on some of the central points which the Commission 
will have to consider. Perhaps it is the first brief 
we have had as yet which touches on these particular 
points as directly as yours does. 


| would like to be sure | 


understand your 
argument fully. In your third paragraph referring to 
the period from 1954 to 1957 you say that the flexible 
exchange rate made it possible for Canada to achieve 
this adjustment with remarkable smoothness. Would 

| be correct in inferring from that that you think in 
that period just before 1957, the monetary policy was 
about ant? 

PROFESSOR BARBER: Yes, | think that 
certainly up until the middle of 1957 that we needed 
a fairly restrictive monetary policy given the fact 
that we did not choose to use fiscal policy to a larger 
extent that we did. I would agree to that. 

COMMISSIONER MACKINTOSH: Do you 


think there is any argument in favour of the policy in 


that period being a bit more restrictive? 


PROFESSOR BARBER: Well, it is easier to 
be wise afterwards, | think, but | have not really 
examined it in that much detail. | think we had a 


very major increase in capital expenditures going 
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forward at that time and ! think we perhaps might have 
leaned.a little more in terms of the restrictive directio 
but | am not suce that this would have had very much 
over-all effect on the. situation. | think. that given 
our proximity to the United States at best it might 
have forced the exchange rate a little bit higher, 
raised interest.rates here a little bit sooner, and a 
little. bit further but, | think that over-qll the differenc 
would not have been very substantial. 

COMMISSIONER MACKINTOSH: Well, 
looking at the later period which you go on to and 
in which you describe the economic policy as being 
unbelievably bad, without laying any stress on your 
lack of credulity, you say that the policy of higher 
interest rates and less fiscal policy in. what should hav 
been really flow interest rates and tight fiscal policy, 
assuming that the government were forced or because 
the federal budget is pretty highly geared, assume 
that the government either perforce or of choice had 
determined on its fiscal policy, would the bank have 
gone along with easy money? 

PROFESSOR BARBER: Well, | think there 
would have been a great deal of benefit even in having 
used easier money in those circumstances. | think 
that in some degree the looseness of the fiscal! 
policy was the result of the tightness of the monetary 
policy. It was because the higher interest rates 
encouraged a large capital inflow and kept the exchangle 
rate higher which tended to discourage production and 


employment in Canada and the government then felt 
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campeled to increase its expenditure in an effort to 
raise the level of employment or increase the transfer 
6 ftp ayim eins .is Somtholti iff we hed Gr oeasicor monetary 
policy | think almost inevitably we would have had 
some increase in the tax revenue and some decline 
in the size of your government deficit. | think the 
real complicating thing: was the conversion loan. 
lt raised .the, whole develiof interest rates and from 
this point on you would have had a fairly courageous 
and drasticomonetary policy to bring the rates back 
down. 

COMMISSIONER MACKINTOSH®: | would like 
to ask something about that in a moment. Then you go 
on to the period from 1959 to 1961 where you think 
that the need for foreign capital was declining and the 
interest-rate spread between Canada and the United 
States widened and you suggest that this maintained 
the capital inflow and kept up the Canadian policy. 
Do you know what changes there were in that period 
in the composition of the capital inflow? 

PROFESSOR BARBER: Well, | have looked at 
it at times and the volume of direct investment seems 
to have fluctuated up and down in some measure. There 
was, | think, a fairly large increase in portfolio 
investment in 1959. 

COMMISSIONER MACKINTOSH: The 
inference you draw is that portfolio investment 
busimess became a major fraction ora very significant 
fraction of the total? 


PROFESSOR BARBER: Yes, | do not think we 
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know really enough about direct investment. It seems 
to be to some degree sensitive to interest rates. Also, 


| think this is something we need to know more about. 
COMMISSIONER MACKINTOSH: Does not 
that add up to the fact that while there is an assumptio 
of insurance that Interest rates are more comparable 
with those in the United States, the inflow of capital 
will be less but we cannot infer how much fess it 
would have been. 
PROFESSOR BARBER: No, T’think That 
it is customary in a way to look at the way the 


American measure of deficit was moving before the 


conversion loan. If you look at the seasonally 
adjusted quarterly debt -= and | have not actually 
included this in my statement -= | have looked them 
up since and | will just mention one, fn the second 


quarter of 1957 when the boom was at its peak the 
current deficit was about $1.7 billion, it was already 
falling down in the second quarter of 1958 to $868 
million. In other words, it has moved down almost 
by a half and suddently after the conversion loan 
it moved up very rapidly again which would indicate 
that this had a major effect on the situation. 
Now, undoubtedly some recovery from the recession 
was a factor here also, but it seems to me in this 
period the policy never seems to have been clearly 
focussed on what was one of the basic problems. 
COMMISSIONER MACKINTOSH: | am not 
arguing that the influence would be in a different 


direction from that which you suggest, but your brief 
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rather suggests that a lower interest rate would have 


wiped out this capital inflow. 

PROFESSOR BARBER: | don't think | intended 
that. | think the problem really was not to eliminate 
it entirely, anyway, and | think if you could have 


brought the current account deficit down even by half 


in this period it might have gone a long way to 


solving the problem. | don't think we know enough 
about the effect of interest rates on capital inflows. 
| think it needs a good deal more study. | think there 


is a lot of rigidities in the capital market, and there 
may have been some other faetors operating in this 
period. In other words, Canada may have benefitted 
from capital fleeing from other places for political 
reasons, and this may have been an added factor in 
increasing the inflow. 

COMMISSIONER MACKINTOSH: 1 think 
that is substantially my point. | may have over- 
emphasized or exaggerated your interpretation, but 
| felt we really didn't know enough to justify what 
| understood was the extent of your contention. 

You have some fairly absolute statements 
about the conversion loan, anda lot of other people 
have also, and you argue that this and not higher 
interest rates in Canada than in the United States 
was the main if the not the sole Maisie of our 
difficulties. You say the loan reduced liquidity and 
the bank refused to supply loans. | am not sure | 
can distinguish adequately your reasoning and the 


bank's refusal to supply more cash which is, of course 
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its normal process in tightening money and raising 
interest rates. |. am not quite sure how you separate 
these things. They seem to me to be al! part of the 
same set of .circumstances.+1 wasn't quite sure about 
the loan operation. Do you think the conversion loan 
was wrong im principle Jor thatcit was idl) timed or 
that it was conceived on too large.a scale? 

PROFESSOR BARBER: Well, J think certainly 
in tegmis ofits effects, it) was. a:mistake to try.to 
carry out such a large operation, and my feeling 
was that perhaps none of us would have predicted in 
advance it would have had. this effect on interest 
rates, and yet.! think the evidence now is fairly 
clear that it did, and | think the logic of this is 
that if you, take, away pfrom .a.dodt of: inv.estors.some 
Fairly short-term bonds,.and if you give to them in 
exchange some very long-term bonds, they are going 
to feel less liquid. Long-term.bonds are more subject 
to price fluctuation, and in compensation they will 
want to hold more cash to balance their portfolio. 
This is what | meant by this increases their liquidity . 

COMMISSIONER MACKINTOSH: But nobody 
took any bonds away from anybody. 

PROFESSOR BARBER: No; but you exchanged 
them at a price, and you sort of induced them to take 
that. Temporarily you increased the pee supply 
a good deal during the operation and reduced it fairly 
sharply in relation to national product afterwards 
So, | think the combined effect was to raise interest 


rates sharply. | think the reason was they were no 
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longer willing to hold the same volume of bonds, 

now long-term instead of short-term, at the same 

ratio of money to the Gross National Product, because 
they felt less liquid and they were only willing to hold 
them at higher intenest rates. 

COMMISSIONER MACKINTOSH: Could you 
offer any explanation as to why, having accepted the 
exchange voluntarily, then a few weeks ora couple 
of months later the situation which they themselves 


rad made of theirrewn choice wu unacceptable to 


them? 

PROFESSOR BARBER: Well, it was not, 
| think, so unacceptable. | think, if you look at 
Chart | it would appear that the relationship between 


money supply and interest rates shifted up fairly 
sharply, and the shift occurred some time between the 
thirdrane fourth -quarfer ‘of 1956. pis roe. what ewes 
happening in this period, | think, was obscured by the 
fact that this was also the period in which prices were 
still rising in the midst of recession, and there was a 
lot of talk about a shift away from equities, and this 
was probably an additional factor occurring at the 
same time, and | think you can --- 

COMMISSIONER MACKINTOSH: A shift 
away from equity? | 

PROFESSOR BARBER: A shift away from 
debt -- a shift to equity, and away from debt, | am 
sorry. In the fourth quarter of 1958 the ratio of 
money supply to Gross National Product was the highest 


it had been since 1954. So, | think an additional! 
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1 reason why temporarily they were willing to hold them 
2 was that temporarily the money supply was increased 
3 substantially, but then it was later.ceversed. 
4 COMMISSIONER MACKINTOSH: Or, rather, 
5 held. 
6 PROFESSOR BARBER: It was held in the face 
7 of a fairly significant recovery, so that the ratio 
8 was reversed. 
9 COMMISSIONER MACKINTOSH: | am not 
10 very familiar with these market facts: Was there not 
11 subsequently a shift in the United States to make life 
12 more difficult for the converters? 
13 PROFESSOR BARBER: Chart 3 and Chart 4 
14 show the situation in the United States, and they do 
15 |) not indicate any shift of anything of the same order 
16 of magnitude. 
17 COMMISSIONER MACKINTOSH: No, but | 
18 would think they did indicate that part of the shift 
19 that you see in the Canadian chart was common to both 
20 of them. 
2h PROFESSOR BARBER:, Yes, ol-think this is 
22 Lrue,. 
23 COMMISSIONER MACKINTOSH: And there 


were special conversion loan bictaee in addition 
depicted on the Canadian chart. ,| take it that part 
of the occasion for the refunding operation was to 
establish a base for higher interest rates; the terms 
of the refunding were, on the face of it, pretty 
generous. | notice later in paragraph 13 you advocated |-- 


well, before | go on with that, might | interject something: 
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It is not of my own knowledge, but some people told 


me that the comparison between long-term Canadian 


government bonds and long-term United States govern- 


ment bonds is not very relevant in that there ore so 
few of the United States government bonds and that 
the actual traders can be compared to Canadian long- 
ferm government prices with AAA corporate bonds in 
the United States. Another aspect depicted in the 
chart was the difference in behaviour between Canadian 
and American corporate bonds is not ag distinctive as 
the difference between government bonds during other 
periods. However, that is by the way. 

You mention later you think there may be 
a need for the bank to intervene more actively in the 
long-term market to the extent of actually announcing 
buying and selling prices such as they did for a period 
after the war, but on the other hand we get great 
criticism from some people in the bond market of this 
kind of meddling in the long-term market, and the 
belief of the dealer, making a view of his own rather 
than trying to guess what the Bank of Canada is going 
to do when it is in and out of market daily. 

PROFESSOR BARBER: | don't think | would 
like to see -- perhaps '| didn't emphasize this 
sufficiently -- the Bank of Canada in the market 
perhaps always ona continuing bests: but it seems to 
me when they somehow, | feel, lost control of the 
interest rate situation in 1959 and 1960, and | think 
the differentials that developed , where you can 


compare corporates with AAA bonds were much wider 
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than the situation called for, and | think given that 
fact interest rates do seem to develop a certain 
rigidity, however you explain it, that one way in whic 
you May re-establish fevels. which you thinkuace more 
in the interest of the economy would be for the Bank 
of Canada for a time to pursue this policy and continui 
with it until the market had adjusted the money supply 
wahol rt hele cot aveddiwh at wase mere te tee sua oan 
significantly lower level of interest rate. | think 
if you are going to operate a freely operating exchange 
rate you have got to pay interest to this differential 
effect on capital inflows, and you have got to avoid 
these very substantial widening differentials such 
ds,eaccurred.in L957 tand [9o0, 

COMMISSIONER MACKINTOSH: | would 
agree that with the fluctuating exchangerate the 
interesf different tals ores impartantes wedmiano h asunre 
whether the market would not adjust itself to those 
if the money supply were adequately managed. 

Well, | have other things I would like to 
ask you at some point, but | do not want to monopolize 
this discussion. 

COMMISSIONER GIBSON: Professor Barber, 
one or two questions on the lines Dr. Mackintosh has 
already explored a little with you. You said that in 
1959 and 1960 the spreads of interest ates between 
Canada and the United States were unusually wide, 
and it seems to me there is a lot of evidence to support 
this view, and | certainly would not take exception 


to it. However, going on from there to 196! and 1962 -- 
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particularly to 1962 -=- | wonder if one of the points 
Dr. Mackintosh raises in regard to these charts might 
not put a rather different complexion’on the picture. 
My understanding is -= and 1 am sorry | do not have 
the material with me -- if you do this comparison 
using Grade A corporate bonds of the United States, 
Lice vietido not getithesstri king di tterancde between 
the two countries, particularly in the behaviour more 
recently. In other words, if long-term American bonds 
are scarce now ~= which they are; long-term U.S. 
Governments are scarce; there are very few in 
existence, and long-term Canadian Governments are 
not so scarce -- it is quite possible there is an 
artificially wide spread between these two resulting 
from the fact of one being scarce and the other not 
being scarce, and therefore | just wonder how strongly 
you advance the view that this excessive spread in 
the interest rates is still continuing? Would you care 
to say a word about that? 

PROFESSOR BARBER: Well, ! think perhaps 
| should look at this further evidence | did have 
some studies carried out comparing some differentials, 
but | didn't have time to complete some of the other 
differentials in time for this submission. | don't think 

is 
that there/in the current unemployment situation any 


real justification for provinces and municipalities 


and other large borrowers still going to foreign markets |. 
| think to the extent some of this still occurs, then 
the differential is still too wide, and | have heard of 


some cases where it is still going on 


jt OP ett amish 


=. 2 e Ee 
| ; 2tniog edt to eno ti 1ebn0w | =- $891 of aeecatsay a7 | 
| tdgim 2tyodo seedt of broge1 oi eeaior deotnitooM aq ig 

i : 
}. «9 ¥toig edt ao naixslqmoa treisitib redter © tug ton 
, aved ton ob | KT 108 mp | bap =~ 2i goibnoterebau yM 
fozizogmoo zidt ob voy 7i -~ em dtiw Ipirstom edt 
,2stote batinU edt te zbnod stnrcoqiooa A sboid pie 
neeswted sonsisitib gnidixte oft tog ton ob voy todt 
siom ivoivoded edt ni ylrolusitiog ,2si1tnuos owt ort 
ebnod nosi1emA mret-pne! Ti ,2b10W 18d to nt o.vyltmsoe1 
.¢.U mist-gno! 810 yodt doidw -- won so1002 910 
ni wat y1sv sip siedt 3801092 919 etnsmnaisvod 
sin ztineamareved apibonnD mist=-pnol bao ,sonetzixs 
to 2i gfendt sidizzoq stiup 2i ti -- ga1p22 o2 ton 
enitluze: owt eesdt neewted bosiqe ebiw ylipisititie 
ton serio edt bow s9x992 panied ano to ton? sAt mor 
yignorte wod 1sbm0w teuj | atoleredt bap y8D1NDd2 pnied 
ni besiqe evizesoxs eidt todt weiv edt sonnvbo voy 

} 


stp2 voy bluoW Foniunitnos Ilite 2i esto: izai1etni ont 


Ttodt tuodn biew p ype of 
eqonisq aAnidt | .jleW AIGAAS HO227410 N49 
evod bib | .sonabive isdtyut zidt to A001 biuvode | 
veloitmersttib smoz pnitpqmos tuo bsir1p2 esibute smoe 
isto odt to amoz stalqmoo et omit svod t'nbib | tud 
}anidt t'nob | .nciezimdue zidt 10} per ni eloitneresttib 
| | at 


Xap aditoutie taemyolqmanu tnsiwo edt ni\siedi todt 


teitilogioinum bap zsonivoerg 10} noitooititeuj Ipea- 


j2terrom oapisiot et gniog ilite z1awoed spiel 1edto ban 
. , 5 


ns 


nedt ,emooo llite 2zidt to smoe tnetxe sAt ot aAnint | 


Yo broed ovod | baw .sbiw oot lite ei loitnsrettib adi 
ey eo CPR ee tide ght! 21 ndn, gerp> gage, 


: r <i * f . w 
ar ._- aes a a - in _ 


Nethercut aa Young - 8 8 4 - 


Terente, Ontaric 

COMMISSIONER GIBSON: As a matter of 
fact, there has been very little for 10 months -- there 
is one issue coming up now, | believe, but borrowing 
abroad by American and Canadian governmental bodies 
has been very small, and this leads on to one of the 
sort of general questions | want to ask you: You put 
a great deal of emphasis on the importance of monetary 
policy in this country. | do not challenge your view 
that it is important. These things are all a question 
of degree, but in the first place | would like to ask 
you whether you feel that monetary measures are 
usually effective and can usually be relied upon to 
get interest rates down in this country, or up -- what- 
ever the case may be -= bearing in mind the fact we 
have a rather old type economy? In other words, 
are these responses fairly reliable? 

PROFESSOR BARBER: | think the response 
you want to get -- | mean, | was arguing for the 
effectiveness of monetary policy in terms of its 
effect on the size of the ¢urrent account deficit. 
lf it is effective on amounts of capital inflow, even 
if the interest does not move very far, it is still 
effective in the way you want it to be. 

| mean, | would not be prepared to argue 
that monetary policy was very important in a closed 
economy without any exports and imports, but | think 
its significance arises out of this relationship it may 
have with the size of the current account deficit to 
the “lntloeest rate and through the interest rate on 


the current account deficit. 
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Terente, Ontarie 
COMMISSIONER GIBSON: There are 
circumstances, | think you would agree, where the 
reactions, what you would hope them to be, -= in 
other words you get partly perverse reactions. For 
example, take the situation in 1959. There was a fair 
amount of additional money went into the system early 
in the year and after the conversion, but for some 
reason or other interest rates not only went up but 
they went up a good deal further. Why was this? 
Was this because of the timing of monetary policy or 
was it because peopilie- Were concerned dbovt the size 
of the deficits? What | am getting at, there are a lot 
‘of factors in this picture. It ig not just money supply. 
PROPES'SOR BAR BERRP VN Gnt Sdware Phe? e® is 
a good deal of discussion, and | think Mr. Coyne 
once said that the reason interest rates were $0 much 
nPgifer fine an &Fdd'Pifdn’ ini theloUln Ped Staves was because 
our government deficits were much larger; but Pipes 
if you would look again at Charts ! and 2 | think there 
is a very clear relationship there. Throughout 1959 
and in successive quarters money supply declined 
steadily as the relationship to gross national product. 
In other words the relationship of interest 
rate to the money supply looks very regulars “almost 
a straight line relationship. 
| have looked at some of on STarTsriés 
comparing the size of the national accounts basis 
government deficit in Canada and the United States, 
and up until the end of 1959 the situation did not 


seem to be substantially different. | cannot find 
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Torente, Ontaric 
anything in the comparisoniof the relative size of the 
deficits that would really explain this interest 
differential. 

Sincerthatptimes itis true,that our.deficit 
bose, helotLive to the United. States deficit ,tincreased 
Quite a bit, but up.ontil the.end of 1959, when interes 
rades were virtually; gt; theistpeakscl cannot :sele any 
evidence in this relationship to sort.of justify. the 
argument. that the reason.interest rates.were.so high 
was because the governments were borrowing so much. 

COMMISSIONER: GIBSON: Of course it 
partly depends on how you calculate the power of 
money supply in the two countries. The figures | 
think show that the money supply.over this whole 
period we are talking, 1959-1961, was sizeably greater 
in Canada than the United States, whatever basis you 
take, is that. correct? 

PROCBESSOR BARBER: Yesa :hathinAe, sas 
| recall, this is true, but l would again say that the 
United States did not have a large conversion loan 
and Canada did, and the very fact, as. you point out, 


that a lot of these long-term governments in the 


United States were scarce. They would have been 
1% 
scarce in Canada, | suppose / we had not had a large 


conversion loan. 


COMMISSIONER GIBSON: On this. conversio 
loan matter, if the conversion loan brought about a 
change in the public attitude towards liquidity, if 
the public wanted more liquidity, why was not this 


reflected in the shori-lermuiintherest rates, and why 
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Terente, Ontaric 
1 ever since has the government of Ganada had to pay 
2 what looked like fairly high interest rates for demand 
3 money in the form of Canadian Savings Bonds? 
4 PROFESSOR BARBER: | am not sure that | 
s know the answer to this question. | have thought about 
6 this. | think part of the troubhe is that what the 
ti economists call liquidity preference curve, if for some 
8 reason that shifts upwards and everyone gets the idea 
9 that a higher irdte of, intierest is now. the normak rate 
10 of interest, then they may effect that market's 
11 attitude to all rates.of interest. 


COMMISSIONER GIBSON: But you have the 
situation here in most of the years we are talking 
about where interest rates have generally been high. 
Now, there have been short periods. when chartered 
bank rates have been very low in that period, but 
apart from that CanadaiSavings Bond rates have been 
quite high, and this is.a pretty good index of the 
public's interest in liquidity. This is the familiar 
instrument to everybody. 

Now, that phenomenon. you are. pointing 
to does not seem to have been reflected in the short- 
term interest rate structure. 

LT om not arguing the case against the imposing 
of differential interest rates between Canada and the 
United States, but | am trying to eaits out how it 
works «+ 

PROFESSOR BARBER: | think | noticed 
myself, for example, that the differential as of the 


end of February, 1962 on the very medium-term , 1967-8}s 
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Terente, Ontaria 
in Conada qaideteo—ae.ip the United States, it was 
now substantially below the differential in Treasury 
Bill rates. 
There have of course been significant 
itsii tutional schanges’in the U.S. market that akes 
have been operating. The corporation hasbegun to 
enter the Treasury Bill market to a much larger extent 
there perhaps than here, and this may have increased 
the demand differentially more for very short-term 
securities in the United States than it did in Canada. 
So that for the Treasury Bill rate in particular this 
may have tended to offset some of these other matters. 
COMMISSIONER GIBSON: One other very 
broad question that to me is very important. The 
tenor of your submission is -- correct me if | am 
wrong, -> that interest rates) here are, if. anything, 
still on the high side, and it would be desirable 
to try and press for lower. Is that a fair statement ? 
PROPESSORVRARBER:, -Y eistedl. shure sa. 
COMMISSIONER GIBSON: Now, if this is 
the case, how do you view this in relation to the 
current exchange rate? It is my impression that 
the last February and March, rather than being in 
the position of pushing our exchange rate down, we 
have been in the position of supporting it because the 
E xchange Equalization Fund has ee large amount 
of reserves. Do you not think there would be a risk, 
if monetary policy was pushed further, that it might 
be difficult, that you would get a further: decline 


in the exchange rate? 
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PROFESSOR BARBER: 1. think | would not 
be strongly Opposed to some further decline of the 
mie, |) is sore or, lyin: ste ie to judge what 
monetary teim tate js decitohle weder the present 
circumstances. | mean, I-would have been inclined , 

if | were running things, to have vailowed fhe rete to 
fall some under the pressure that has developed over 
the last few months. 

Now, we don't know enough about it. Some 

OT! that may have been the peyercal of the speculative 
Flow that occurred earlier from people thinking that 
wewould have difficulty keeping it down, but if you 
are free to let your rate vary in some degree, or feel 
free to, this does protect you in some measure. 

| realize the two things are quite closely 
related, and you may now feel that you are inhibited 
about reducing interest rates because you. do not want 
ite exchonge rate to go lower... Oh the Sihop hand, 
you have tto remember that even in 1961 the current account 
deficit. was almost $1, billion. | have not seen the 
fourth quarter of 1961 to know what it was on the 
seasonally adjusted basis. So that it is still desirable 
to have a psychological incentive for some adjustment 
in this situation. 

COMMISSLONER..G IBSON2. Yes, we have had 
a change in the exchange rate over the past 12 month 
of 6, 7 per cent. You would agree that it is important 
to keep our cost structure here as relatively low as 
we can from the competitive point of view, thinking 


of our current account deficit. 


a. 
. r 
‘ton bluow | dntd+ 1 :898RAG HOVZIION' 


ee Dd 
£4 ced 


~~, 
a2 «i 


bei oT 


| 


» er 
edt Yo enilseb 18dtiv} smoz ot bseoqqo Wipnorte od 
todw eapbuj ot tiuoittib anid | to tree et OFT ¥ ett 
fnezestg edt isbmu aldovizsb 2i stoi mMiet y1otenom 
a benitoni nesd synod b iat Jnoem | . 2eonetemusiio 
ot stot sft bawollo eved of ,2enidt prinnuivsiow b ti 
reve beqotleveb sod todt aivezestqg sdt isblau omoez Ilnt 
.edtnom wet ten! ont > 

amoag .ti tuodo rpvons wond t''nob sw \wolt: 
avitoluosqz oft to In2ievsy edt nesd svod yom tont> ito 
todt gnidtnidt elqosq mort i19i lips beiiuse.0 ipdt wolt 
voy ti tud .nwob ti gniqesd ytlusittib sevond bluowew 
leet 10 ,setesb esmoz Ani yi0V stor 1u0Y tel ot gs91t 910 
a1uzpem emoz ai voy tost01g 290b zidt , ot son} 


vis2zo!5 stiup stp epnidt owt ont axsilosi | 


batididni sip voy tondt lest won yom voy bao ,betots1 
inow ton ob voy szuosed zetni tes1stni gntiosubs  tuodop 
,bnond vedte oAt HO .19Wol og of stoi spnodoxe wnt 
MUODID eye ant 1ae) ni neve todt 1edmemai otf svond voy 
ont asse ton sven | .noillid 12 tzomlo zow dkokttsb 
eft fo zow ti todw wond of 1621 to rstipup dtiu0)} 
sidoiiesb lite i ti tod? o2 .2iand beteujbo yllonoznee 
“aghageies gmoz 10% svitnesoni |nosipolonoyeq ob evoaniot 
. MOitputie 2aidt ni 

 Pedvevwddw 26 oat ahoiwavio tzaIMMoD 
Atnom $1 tang edt 19ve stor senndoxs edt ai episke p 
-taptiogmi 27 ti todt+ ee1pgp bluow ueY .tneo 19q VY .d Io 
2p wol yvlevitolet 29 sisd siutourte tz09 iv0 qeedt ot 
Gatsrareht \wsiv %6 tnhicg svititeqmos edt moit nox ew 
J -tisiteb tmuvosan tnerus tue to 


ae »? - en Ua 


a 
ait} 
non 


Nethereut & Young - 89 0 - 


Terente, Ontarie 
1 PROFESSOR BARBER: | suppose this depends 
2 on what view you take about the future of the exchang 
3 rate. | mean, in some measure --- 
4 COMMISSIONER GIBSON: This is what | 
a am getting at. 
6 PROFESSOR BARBER: If you have got a 
7 chosen rate that adjusts to the changes in your cost 
8 and your cost structure does not have the same 
9 importance it does have ina fixed rate. | have been 
10 impressed with what little effect the exchange 
11 depreciation has had on price levels in Canada. 
12 COMMISSIONER GIBSON: Isn't there a 
13 danger though if the rate goes on down, that you may 
14 get a much more dynamic reflex decline in the exchang 
15 rate partially offsetting the increase in cost? ~You 
16 said yourself earlier that you: were not too happy, or 
17 you gave me the impression you were not too happy 
18 about the exchange rate going up and down, that it 
19 gave stimulus and then it produced restraint. Ina 
20 way you make it perhaps rather difficult for Canadian 
21 industry and perhaps make them a little more conservative 
22 than they would otherwise be. 
23 ls it not a situation where you want to look 
24 very carefully at the question of the rate going down 
25 any further before you went for it? 
26 PROFESSOR BARBER: Well, this is ‘eg sort 
27 of thing you would want, | think, to look at a lot 
28 of the evidence first in terms of comparison of price 
29 and cost levels, and it may be that 95 is all right 


;—_20 as a long rate and temporary declkime to 92 would not 
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1 dovany significant harms | aminotisure that Inaknow 
2 enough about it to make this judgment. 
3 COMMISSIONER GIBSON: You rather 
4 intimated this in something you said in the brief, 
5 thateaprangegesay, around 95 (1 don't that the rate 
6 has any particular importance) was getting into this 
7 point of exchange rate with limits on this, rather 
8 than an absolutely free rates -- 3 points either side 
9 of 95 or whatever you choose as.your centre. How 
10 would you see that operate? Would you leave it 
11 alone when it got to either extreme, or would you 
12 intervene with the exchange fund whatever was thought 
13 appropriate ? 
14 PROFESSOR BARBER: | suppose this. is 
15 something that you learn from experience. | think tha 
16 if it tended to show somewhat the same stability 
17 in the period when it was completely free, then you 
18 would not have to intervene very often or very 
19 extensively. 
20 COMMISSIONER GIBSON: The difficulty 

about all the intervening when it gets to either limit 


is that you are then in the position of mat in. your 


view vas an absolutely fixed rate. 


PROFESSOR BARBER: Yes. 


COMMISSIONER GIBSON: You are against 
the wall, you are defending it. | 

PROFESSOR BARBER: It is the position that 
practically all other countries are in. 

COMMISSIONER GIBSON: That is true. 


PROFESSOR BARBER: And | think that the 
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Canadian case, you always have the situation 
Presumably that if you tighten interest rates a little 
you can always borrow more money if you need it 
Fo°protect thes rate? "At deast that! Seems +6 Have been 
Our experience. 

COMMISSIONER GIBSON: Wasn't it the 
case that having fixed the rate at a fairly narrow 
rate, that you then have a monetary policy to support 
that rate, you have to go for a good deal of freedom 
of monetary policy? 

PROFESSOR BARBER: Yes, | was advocating 
this. If we feel compelled to abandon a free rate, 
rather than go to a fixed rate | would prefer this 
perhaps intermediate stage with some complications, 
and | think it would mean some greater reliance on 
fiscal policy and less reliance on monetary policy. 

COMMISSIONER BROWN: | would like to 
ask two questions on the theme, Professor Barber. 

The first one, getting back to this differential between 
Canadian and American interest rates, have you prepared 
any -- these tables you have prepared are based on 
absolute differences -- | was wondering if you had 
prepared any tables based on comparative differences. 

PROFESSOR BARBER: You mean to say relative 
foethe UsSya 

COMMISSIONER BROWN: Relative Fé the 
interest rate. | mean, for instance, half of one 
per cent differential at 3 per cent the same as | per 
cent differential at 6 per cent rate. 


PROFESSOR BARBER: Well, | recognize this, 
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Terente, Ontaric 
but. | rather suspect that the effect on. $0, 
provincial and municipal. borrowers is not quite the 
same. The municipal and provincial borrower 
probably wants some margin to protect them against 
exchange depreciation, and then if the cost of funds 
in Canada exceeds that margin Mery, significantly 
they will decide on going to the United States. 
| think probably they think in terms of 
the absolute margin rather than relative margin. 
COMMISSIONER BROWN: Don't you think 


the relative margin is probably more truly comparable? 


PROFESSOR BARBER: | think ‘it depends on 
what borrowers are insensitive to. If they are in- 
sensitive to | per cent interest rate differential 


it does not matter whether it is between 3 and 4 
per.cent.or 5 and 6 per,cent in terms of their decision 
to borrow. 

| mean, there may be some other consider- 
ations, but. |, would think that, the absolute, difference 
was the more important one. 

COMMISSIONER BROWN: My real point, 
of course, was that if you take comparative differences 
the differences are not nearly as great. 

PROFESSOR, BARBER: They are not as great. 

COMMISSIONER BROWN: The second point 
| would like to comment on is that at the present time 
there is quite a large discussion to the effect that 
American interest rates are too low, that they are 
losing gold, ttheir rates are too low. Would you care 


to comment on this, because we are interested in 
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1 comparing Canadian rates and American interest rates 
2 and American interest rates are much lower than, say, 
3 U.K. or Sweden and Fintand and other countries. 

4 PROFESSOR BARBER: Well, of course, the 
5 United States have a balance of payments problem, 

6 although if you compare its size with Canada's 

7 cuMrentwatie count idetici¢eonlaerélattwe ibdsliadi w itt ms’ 

8 rather small.o' But they are concerned! dbout«this and 
9 of course if their interest rates get too low relative 
10 to interest rates in other countries, they may risk 

11 an “outflow of “funds ‘which if converted into gold, 

12 may have sort of disturbing psychological effects 

13 on the American market. This has, | know, caused 

14 a good deal of concern. 

15 But | think that we are simply trying to 

16 take whatever rate the United States adopts as given, 
17 and sort of operate our policy with reference to that; 
18 and then perhaps if their rates move up further we 

19 may very well have to have a higher rate than we 

20 otherwise would desire. 

21 | mean, some economists, | think, feel 

22 that too many countries have been pursuing this 

23 game now. The U.K. used the interest rate to prevent 
24 capital outflow and when the U.S. does the same, if 
25 everybody used the rate no one affects the capital 

26 outflow but interest rates are higher all the way round. 
27)| Perhaps you would need a concerted agreement to get 
28 | them down. 

29 COMMISSIONER LEMAN: Professor Barber, 


30 | hateto labour this thing further, but there is somethin 
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1 about the comments on the conversion loan that still 
2 are not quite clear to meas to your exact contention. 
3 Are you truly contending that the pure and simple 

a effect of extending the average Canadian debt by 

5 two and a half years produces this step-up in interest 
6 rates or is it, in the circumstances’ in which it was 

7 done, with a lot of side effects, connected with the 
8 operation that did produce that result? The Bank of 
9 Canada did get involved in the operation, and i. | 
10 there were certain side effects connected with it 

11 that may have had their influence. Would you argue 
12 that it is the simple effect of extending the debt to 
13 an average of two anda half years that does it. 

14 PROFESSOR BARBER: | am not quite sure 

15 why you say two anda half years / 

16 COMMISS| ONER LEMAN: 1 thought it was 
17 two anda half years average, was it not? 

18 MR. HAMPSON: From then to now. 

19 PROFESSOR BARBER: | see, from then until 
20 now, because that was the time it extended it from 

21 8 years on June 30th, 1958 to 14 and 9 months on 

22 September 30th, 1958. This was the average maturity 
23 of the federal debt in the hands of the Canadian publiclk 
24 Now, | suppose there are two stages. What 
25 | suppose | am saying is that the evidence showing 

26 money supply and interest rates is consistent wiih 

27 this hypothesis that the conversion loan was a major 
28 factor in raising interest rates. | do not think | 

29 know enough about the details of that operation to 


30 know how they may have contributed to this. 
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COMMISSIONER LEMAN: In other words, 
do you think that if the same lengthening of the 
federal debt in steps over three years, say, if the 
government had taken more time to accomplish the 
same thing instead of doing it suddemly in the summer 
of 1958, do you think that would have had the 
same effect? 

PROFESSOR BARBER: | do not think that 
we really have enough evidence to answer that 
question. | would not have expected in advance that 
this conversion loan would have produced such a 
substantial effect on interest rates. | can see some 
logical reasons now why it might have been expected 
to in terms of people's attitudes towards their 
portfolios, they regard long-term bonds as less liquid 
and if they regarded fairly short-term securities as 
something that could be readily sold to meet require- 
ments for cash if they have now exchanged them for 
long-term bonds they might wait and hold them for 
cash. So you could say this increased the demand for 
cash and may have been expected to have had an 
effect on interest rates but there is no way until 
you have had some experiences of this kind of thing -- 
observe sliding ranges of the debt in different countrie 
in different circumstances to know whether there were 
other considerations or how important they are. 

| think as between comparing the range of 
debt just before the loan and the range of the debt 
at the critical time it gradually got shorter. | think 


the fact that interest rates have got to a higher level 
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seems to develop a higher inertia simply because of 
the attitude of investment companies starting to quote 
higher rates and for one reason or another it may have 
made it difficult to get the rates down again. 
Preferences shift. People's expectations about the 
normal rate. might shift. 

COMMISSIONER LEMAN: But also in the 
theory, though, would you agree that it would be 
important to try to find out whether it was the way 
it was done and all this mix-up of side-effects that 
did occur later than the simple phenomenon of length- 
ening the debt. 

PROFESSOR BARBER: | think it would be 
very desirable if we could find this out. 

COMMISSIONER BROWN:: Of course there 
was the direct increase in the rate of interest after 
the conversion loan anyway and people were offered 
a higher rate of return. 

PROFESSOR BARBER: These were higher 
rates than the coupon rate in the bonds they were 
exchanging. 

COMMISSIONER BROWN: Yes, so that by 
itself there would be an increase in interest rates. 

PROFESSOR BARBER: But there was a very 
substantial further increase next year, was therenot ? 

COMMISSLONER BROWN: Mehl, awe aparss 
| guess, the fall of LPS Se. 

COMMISSIONER LEMAN: Professor Barber, 
there is another question | would like to ask you. 


On page 14 at the end of paragraph 23 you suggest 
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1 there a method of helping to control this movement of 

2 funds and you say: 

3 "There might also be merit ina 

4 substantial increase in the level of the 

5 withholding tax on interestvand dividends 

6 paid to non-residents. If this rate were 

7 raised to 20 per cent or more . 

8 Is this the weapon you are thinking of as the fixed 

9 feature of our system or would you rather look at it 

10 as something that might fluctuate up and down and 

11 how flexible is this tool ? 

12 PROFESSOR BARBER: Well, bothink the problem | 
: 

13 is to achieve an effective control over the capital flows | 

14 across the border and not allow them to come in in | 

15 volumes which are too much for your requirements more 

16 than you can absorb and hence impose unemployment on 

18 interest rate policy you might be able tovachieve enough 

19 control and you would not need anything further. 

20 | think in another article | presented to the 

21 Political Science Association | suggested perhaps there 

22 might be merit in varying this rate. | don't know, but 

23 the pattern of this might vary, say, from 10 per cent 


to 20 per cent depending on the circumstances but | 

am suggesting that if the volume of capital «inflows 
seemed to be too insensitive to the interest rate we 
may have to look in the other direction and it has been 
suggested that if the investment takes the form of 
American companies buying up Canadian companies that 


17 the system. It mav be that with a more effective 
might not be the proper weapons If this becomes too 
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Terente, Ontario 
large in volume you may have to look to other possible 
weapons -of controhsdithis notiaccadsecofecontrol of 
foreign investment imkCandda tas such but if it achieves 
some sort of control which will (make if at least 
workable in the requirements of our Canadian economy. 

COMMISSIONER LEMAN: Do you think it 
would get more messy if this thing bobbed around 
regularly? 

PROFESSOR BARBER: Yes, | think there is 
logic in that. df we just had some agreement with the 
American government where it could-not be offset 
completely or would just be a controlling factor on 
Foreign investment it might bring with it a somewhat 
greater measure of control. 

COMMISSIONER LEMAN:~) It is quite a 
weapon. Even the existing 15 per cent withholding 
tax knocks out of the market. 90 per cent of the tax 
of the pension funds in the United States who were large 
investors in Canadian debt securities. 

COMMISSIONER MACKINTOSH: The other 
side of that is that it does not knock out tax paying 
corporations. 

COMMISSIONER LEMAN:) That is right. 

PROFESSOR BARBER: And if there is shift- 
ability in the capital market it may be less effective 
than you. would expect at first. | 

COMMISSIONER MACKINTOSH: | would 
like to interject another question. Going back to this 
conversion loan in the first place there was a shift 


in the attitude to long-term investment bonds which 
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Terente, Ontaric 
differed in extent but, were similar in Canada and 
the United States and the United Kingdom. 

PROFESSOR BARBER: Yes. 

COMMISSIONER MACKINTOSH: In the past 
four or five years, even though we were the only ones 
that had a conversion. In the second place if there 
was any logic in the conversion loan at all it 
obviously was a preparation for a higher period of 
interest rates because the terms of the loan itself made 
a jump in interest rates. Now, if you assume that 
beyond that it had some, d@literious effect on the market 
| think vou have to assume (|) that there was too much 
pressure exerted and too much bank cash created, 
had to be created for the purpose of sellimg the loan 
and that prepared the way for a reversal. People in 


some cases reluctantly bought bonds and looked 


comparatively soon for a way to get rid of them. Or 
you can assume -~ and this is, | confess, something | 
do not understand -- you could assume, and some 


vgeople asserted, that the loan was badly handled in 
its mechanics of the practical operation or you can 
assume that, say, the United States stand with 
relation to interest rates changed while the loan was 
going over or shortly afterwards. | think you would 


have to assume one of these three things to account 


for the relatively bad show that the conversion loan 


made. | would think the evidence seemed to show 
that it was a larger multiple than could be managed 
by the market and that the expansion needed even to 


float it temporarily had in some measure to be reversed. 
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But | do not think that this fact in respect of long- 
term markets of investment can just be pinned on the 
Canadian conversion because the Radcliffe Committee, 
I believe, reported at the same time and said that 
investors changed in respect of long-term government 
markets. lam afraid | am just trying to straighten out 
my Own mind on this. 

PROFESSOR BARBER: Well, | think that 
two factors were present. | think there were certain 
changes in attitude to bonds which took place early 
because of fear of inflation in the period of the 
conversion loan just about the same time and it may be 
that this took place ata time when the market preferencles 
were shifting somewhat towards shorter=term securities, 
apparently a reflection of the greater fluctuations 
which were coming into government bonds and the 
desire to protect yourself against risk so that at the very 
time you were trying to put a lot of long-term bonds 
into the market the market would have preferred to 
hold more short-term bonds. This, | think perhaps, 
was a complicating factor and just the fluctuation 
that developed in interest rates may have also been 
caused by a desire to hold more cash or very short-term 
security and all of these were tied up. I suspect 
inevitably that if somehow the conversion loan had on 
the face of it never been conceived we might never have 
got into any kind of interest differentials, they would ndt 
have widened the way they did and providedthis incentiv 


for capital inflow. 


COMMISSIONER BROWN: But in view of the 
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Torente, Ontaric 
feich bientdour short-term ones were so large in the 
following months it would indicate that there was a 
preference not for cash at all or short-term investments 
but something other than government bonds; in other 
words, it would indicate it was not just because of the 
length of the term but the investors! preference for 
something other than even short-term governments? 

PROFESSOR BARBER: Yes, but any preferenc 
| suppose, is always relative to the price of the securit 
in the market and if you take away most of the short- 
term securities at a time when there is apreference 
there will be a greater benefit in what is teft and 
alternatively people may try to hold more cash or 
attempt to hold more cash which forces up interest 
rates and the attempt must affect the interest rates. 

COMMISSIONER BROWN: But by the first 
two or three months after the conversion we find short- 
terms were up over 6 per cent. 

PROFESSOR BARBER: Well, of course, the 
ratio of the money to the gross national product was 
lower than it had ever been for a long, long time. 

In other words, money was relatively very tight both 
in Canada and the United States -= much tighter than 
it had been at any time in the past in the post-war 
period. 

COMMISSIONER BROWN: We are back to 
this point that if your thesis is correct the lengthening 
of the available bond issue had caused an increase 
but did it not have a reverse effect on the short-term 


market? It would have increased the demand for short- 
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term bonds. 

PROFESSOR BARBER: Well, | am not very 
sure; in other words, | have forgotten really the 
pattern of interest change in this period. Given the 
same money supply it should have increased the demand 
but as the money supply was reduced sharply this would 
affect the interest rates. 

There is a problem there | do not think | 
have an answer for. This is the movement of the 
short rate relative to the long rate which is fairly 
complicated. 

COMMISSIONER BROWN: There is the same 
thing in reverse. It went away up and then came down. 

PROFESSOR BARBER: Some of this might have 


been due just to the relatively much tighter monetary 


situation. If you make money tight enough short-term 
rates will go up because it is expected to be only 
temporary and you are willing to pay much higher 


rates for a very short period but not for a fona period 
from the demand side. 

THF CHAIRMAN: If you increase the 
money supply then the interest rate necessarily goes 


down? 


PROFESSOR BARBER: Well, economists 


all seem to assume that it will. 


THE CHAIRMAN: | thought there were opiniohs 


that it did not. 


PROFESSOR BARBER: You could protect 
yourself, Mr. Chairman, by saying other things being 


equal. 
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THE CHAIRMAN: That is the whole problem, 
there are so many other things. 

PROFESSOR BARBER: The theory is that. if 
you supply people witn more cash then they will be 
tempted to invest some of it and their attempt to invest 
some of it will bring down interest rates. 

THE CHAIRMAN: (‘hat is all right in theory 
but sometimes they tend to hold cash. 

PROFESSOR BARBER: Well, this is the 
"other things being equal". If there is a sufficient 
increase in the demand for cash at the same time you 
are increasing it then possibly rates may rise 

COMMISSIONER MACKINTOSH: | would 
say two common circumstances. You may have a change 
in attitude should you increase money supply and it 
does not reduce the interest rate. but it keeps the 
interest rate from rising as much as it would in the 
light of all the changed set of expectations. The 
other one is you may increase the money supply at the 
same time and the increase in investor opportunities 
would have produced a higher rate of interest and the 
two more or less cancel out each other although this 
is likely to go through gyrations of all sorts in the 
short-term rate and in the long-term rate. 

PROFESSOR BARBER: It is sometimes such 
a short term that it can be affected by fear of tinblind clk 
but as between holding bonds or holding cash in both 
cases you will lose through inflation. If you try to 
shift out of bonds into equity why should not the 


effect be a rise in equity prices rather than a fall 
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in bond prices? There is some discussion of this 
in the economics literature. 

COMMISSIONER MACKINTOSH: Why not 
both.? | would think probably it would have an 
effect on both. 

PROFESSOR BARBER: Yes. 

COMMISSIONER MACKINTOSH: There are 
a couple of recommendations | would like a comment 
Upon or an answer to a couple of questions.. If others 
do not want to ask questions immediately you suggest 
that the government of the Bank of Canada be reduced 
frome 7 “to 5 years.» What is the réeasent? 

PROFESSOR BARBER: This, | think, was 
a recommendation which appeared somewhere in the 
statement of the Radcliffe Committee. It seems to me 
if a new governor came in and they found themselves 
with a governor with whom there was a certain lack 
of sympathy they would not have to wait quite so long 
before there was a decision whether to replace him or 
not. This difference between 7 and 5 years would give 
you a little more flexibility. The situation of 
accomodating changes in the government probably 
would not be too important, 

COMMISSIONER MACKINTOSH: Do you 
think there is a great deal of danger in getting the 
term of the Governor of the Bank of Canada ere 
to the "periodicity" of general elections >? loagree 
the Bank of Canada must follow government policy 
but if the Governor's term should be set so it would 


be likely to coincide with any change of governments, 


7 p 2; 


i i ; 7 7 j zs ) Lary 
; a. 1 : x sie "y ne an 
¥ : v 


» thee lobe tee te Va*notveusete i baer am nshiasit> reading br DO 


.siutorstil esimonoss «s sont 


| | tom ¥dW \:HEOTHIADAM ABO122IMMOD 


¥ 


yap evod bluow ti yidodorvg Anidt bluow 19) Adtod | 
-Atod no tostts 
bea¥oshPAAAE AOLCIIO NF at 
erp svedT sH2OTUIADAM FIMO l22IMMOD 
tnhammos ery bluow | enocitobaemmosean Yo eslquos po 
erento ti) weacitesup }o Slquod 0 Ot 4eWaA8 nv 10 nogu 
feeppgue voy yletpibsmmi enoitesup aeowot tnow ton ob 
baosubs1 ed obenedD to Anod ot to tnemmrevop ent todt 
Fnoeper elt 2i todW z1psy € of VY mort 
cow ,Acidt- | ,2idT ;WaSHAE AOZ2730499 


SAt ni exedwemoz bornesqqe Asidw noitobnemmo's sion 


7 ——_ vu 


em of-emse2 tl .settimmod sttilobos edt Io tnemsdote 
zsvieemsdt bnvot yvedt bao ni amps TOnISVOH wen vo Ti 
tool niotves o enw stadt modw dtiw 1ONTSVOp yp dtiw 
enol of stiup tivow of eved ‘ton bluow yedt yitogmye to 
vo min sxolgs1 ot isdtedw noizizeb oy epw siedt e16téd 
svig bluow ziwey @ brio < neewisd soneis}itb vidT ton 
Yo ‘Aoltoutiz adT .yiblidixel? siom oftril & vo Y 
Yidodorg tnmemarsvog edt ni 2eenodo gpnitobomoaye 
| Stretvegmi cot ed ton bluow 
voy od sH2OTMHIADAM HIMO122ZIMMOD 
edt enittay oi is. Hh pl to losb toeip o #1 siedt anid 


*  betelst obennd to dnpd od to 1oONnIsvEOD edt to mist 


| 88796 1° S emoitoels Ipiensg to "“\ytidiboirsg” edt of 


. 
: 


i ‘Yoilog tnemnievoeg “wollo? tzum pbonpd to Ano d@ ent 
- 


bluow ti oe tee ed bluode mist 2’1on1gvod od4 ti tud 


Nethercut & Young - 906 - 


Terente, Ontarie 


it would be going pretty far in terms of an institution 


which needs some semblance of independence. 


PROFESSOR BARBER: | think in practice 
it would overlap. | don't think governments change 
at regular intervals. The maximum can be five years, 


| had not any thought of the length of term of the 
government in choosing five years. It was just to give 
it the probability that in the new government's 
term of office it would have an opportunity of changing 
the Governor if they did préve to be temperamentally 
not getting along too well together, because | think 
one of the things that is evident from this whole 
period is that all of these policies are closely 
inter-related: exchange rate policies, interest rate 
policy, debt management policy and fiscal polrey. 
They have to be managed with some degree of cohesion 
and central direction 

COMMISSIONER MACKINTOSH: The other 
thing , which is minor, | think, is that | don't like 
the suggestion the executive of the Canadian Political 
Science Association should nominate members of the 
Board of the Bank of Canada. | am not quite sure how 
to define a professional economist, since | have 
probably lost my own union papers in the matter, and 
| have sympathy with your idea there ought to be on 
the Board of the Bank of Canada a number of people who 
through academic or business experience have an 


understanding of economic monetary policy. But | 


would be very hesitant to rely on that simple mechanism. 


PROFESSOR BARBER: The suggestion was 
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Terente, Ontari 
1 that they should nominate a slate and the government 
2 should be free to choose from this or request a further 
3 slate if they didn't like any of them. 
+ COMMISSIONER MACKINTOSH: Well, it 
5 is not a vital point at all, and | think your main point 
6 is that you would like to see people with economic 
7 and financial knowledge and experience. 
8 » PROFESSOR BARBER: Yes.> There’is,-| 
9 think, the! problem that the public sometimes has a 
10 very vague idea of what an economist is. 
11 THE CHAIRMAN: So do some economists, 
12 of course. 
13 COMMISSIONER BROWN: If you had two 
14 economists on the Board, what degree of assurance would 
15 you have there would be any agreement? 
16 PROFESSOR BARBER: | think perhaps one 
17 of the problems was that there was too much agreement 
18 on the Board that was in existence in the past few years; 
19 that you needed someone to disagree quite vehemently 
20 in order to get the point ithrashed out thoroughly. 
21 COMMISSIONER BROWN: 1 wasn't really 
22 trying to be as facetious as | seemed. | think your main 
23 point is that there should be some trained economists 
24 either on the Board or available at very high level 
25 to make sure all the points are considered by the 
26 people who have to make a decision. 
27 PROFESSOR BARBER: Yes. 
28 COMMISSIONER BROWN: This can be done 
29 by having them on the staff of the Bank of Canada 


x0 rather than on the body that makes the decisions. 
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Terente, Ontarie 


The big point is that their point of view be considered 


PROFESSOR BARBER:,.Yesyohithink so. 

COMMISSIONER BROWN: 3... in that 
decision being weached, rather than that they make the 
decisions? 

PROFESSOR BARBER:.« 1 think so. One of 
the problems, | suppose, of having them on the staff 
iis that if the Governor-intimidates them too much they 
may be able to disagree on the Board of Directors. 

COMMISSIONER GIBSON: Earlier on you 
made a reference to the subject of hindsight: You were 
talking about the period 1955 and 1957, and without 
judging the merits of the argument that you use here, 
wouldn't you think it would have been reasonable to 
expect a central bank to be aware of the need for 
and actively pursue a policy of greater monetary ease? 
| think you will probably agree, thinking back to 1957, 
that there was a lot of talk about deflation in the air, 
and certainly the broad opinion both in this country 
and abroad was that interest rates would go higher. 
There were some doubts being expressed about the 
shortages in the world, and it was becoming obvious 

wore «i a! 

what the shortages4 but certainly it was a time when 
there was a lot of talk about higher interest rates and 
expectations were for higher interest rates when there 
was a growing interest in equities, and my recollection 
may be faulty but | would have thought this same kind 
of thinking came very much to the fore.in 1959 again 


when we had quite an inventory boom. | wonder would 
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it be reasonable to think in terms of a basic change 
to the whole approach; in other words, a change geare 
to lower rates, encouraging demand, rather than geared 
to our higher rates and restraining inflation? It seems 
to me you don't really deal with this point here. You 
have the benefit of hindsight when you read this 
memorandum, and |°think the problem is relevant. 

PROFESSOR BARBER: Yes, but | think what 
perhaps disturbs me about reading through the annual 
reports of the Bank since 1956 is that you cannot 
anywhere see any clear awareness of the problem 
developing; that there was an extraordinary large 
capital boom; that you could not really expect capital 
expenditures to continue on thisscale; -that it- was 
almost inevitable this should decline, and you should 
then expect a decline on the current account deficit, 
and that you should somehow or other encourage this 
decline. Control of inflation is another problem, but 
| think if you had had your policy focussed on this 
control, of course, other policy measures that could 
have been taken to restrict inflationary courses -=-- 

COMMISSIONER GIBSON: Of course, this 
is part of the conversion operation. 

PROFESSOR BARBER: It is not entirely. 


| can remember discussingthis as a problem with my 


students in 1956 and 1957. (‘| said,svexplainnhow fhe 
adjustment to the inflow capital works. | am suggesting 
that we can expect this will continue, and the interestin 
problem will be, how will it work the other way; how 


will the economy adjust to a declining capital expendituye, 
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Ferente, Ontaric 
and that more or less assumed this would be recognized 
and the central bank would act to try and bring this 
qiboutiyfibut it dodanitigseem io have been clearly 
recognized. 

COMMISSIONER GIBSON: But in the broade 
canvass would you agree that the general expectation 
both on this continent and in Europe at this time 
was toward higher interest rates? 

PROFESSOR BARBER: Well, | am not sure 
tight theluves: dimwolwad dn many other thinas at this 
period, and | remember this period in the summer of 
I958 and late (958) whein? their eCwas alsort of a general 
development of a fear of inflation, mainly because 
Prices continued to rise for the first time during a 
recession. | think there were special reasons for Phat; 
but still it did) dewed opOondet helred Was :s oie interest 
in it, but | think the important point was not the rise 
in interest rates, but the increased spread and the 
incentive iti gave to borrow funds in other countries. 

In some way it almost seems as though you have two 
horses pulling in different directions: The fiscal horse 
was determined to go ahead as fast as possible, and this 
upset the monetary policy horse and he checked rein 

to slow things down and this produced the worst possible 
combination. 

COMMISSIONER GIBSON: There is ane point 
going on from there: Suppose we had pursued an easier 
policy in the latter part of 1959 to 1960: You suggest 
a very nice picture of how it might have worked,and 


| don't disagree that would have been the direction in 


= rh 


dno 


7 : + ae 


ed _ — ee ~ 
bes inpeser ed bluow eidt b ae gee} 10) 9 216 


seidt eniid baw yat of top bluow aAnod io 


. ylipelo need eved ot mese t'nesob oe tues 7 | 
y 


i , "4 
ere | pte vies -boesin 0291 | 
Lie » al e 


+ 


“feboord edt ni tu8 :MO2Id AIMOI12ZZIMMOD fies 

| noitetoeqxe Inrense sat tod? se1ed voy bluow eznovano 

. amit eidt to sqowwd ni bro tnenitnos 2idt no dtod 
; y | F2etpi tzeietni vedgid biowot zow { 
: ewe ton mol ,floW :A8F8RAG AOSZIIONT 


2zidt to 2onidt 1redto ynom ni bevilovaiveow sl +-o tod 


jo vemmuz ot ni boiteq 2zidt 19dmemei | bao, boitsq Wat 
: i] 
i loreneg op to troe Pp 2epw stedtenedw 8621 stol bap Bee ) | 
s2uoosd yiniom®,noitplini to anst o to tmemacleveb | ee 


: 
| 1siewe ne beueiug bed sw seoqque isredt mort no eniog 


BY 


n 


4 p pnivub emit teri} ent 104 e2i+ of beuniines 2eoi1q I % 
,lodt v0b enoepes bpixeqe sraw erent aAnidd |. ..rtoieezeoor ; e | 
fasietni smoe 22w siodt baw golaveb bib ti Ihite tud ¥ 
eeiy elt ton 2zow tniog tnotroqmi adt anidt | tud .thmni 8 7 
{ ” 
a edt bno bosiqe bszneroni ont tud ,eetor tesretai ns im 
sistnuos Vento nivabnul woried of evoe ti svitmeoni ® " 
i“ 
ow! oved voy dquordt 2m emaoe tzeomlo ti yow emoa nl 0S 
| servod feoett edT venoitasrib taerettib ni gnilhuq eseren can | 
‘| ein bre .sidizzoq 20 te6} ep bosadm op ot benimisieb zow lh a 
Fi en betosdo eat bao serod yoilog yrotenom. ent, teequ He ; 
| aidizrogq ter0W ant besuborg 2idt baw mnwob zenidt wole ot lag 
toitonidmos fe 
| intog eno et stedT “WMO281D AIWMO1Z2IMMOD : 
| 
| 
! 


| 
it ec 


| §teagque voY 0881 of 22?! to ding vettol ent ni yoihog 


| bap, bsdvew evod te 


dgim ti won to siutoiq goin yreM pd 


Nethercut & Young - 9IfP - 


Terente, Ontaric 
which things would have gone, but suppose by lowering 
your interest rates here we had succeeded in reducina 
the inflow -- a deliberate inflow of capital -- the 
conscious borrowing abroad and indirect investment 
it was making in Canada and the conscious portfolio 
of investment: Do you think that would have eliminated 
the current account deficit? 

PROFESSOR BARBER: It would not have 
eliminated it. It might have reduced it sufficiently 
that the economy would have been in a much better 
situation. 

COMMISSIONER GIBSON: Yes. 

PROFESSOR BARBER: Even if it reduced by 
half it would have a very significant favourable effect 
on the Canadian economy. 

COMMISSIONER GIBSON: But it doesn't 
follow it would have gone on. There may have been 
factors creating a deficit which would have created 
voluntary debt. 

PROFESSOR BARBER: | think my major 
complaint was that policy didn't seem to be focussed 
on this problem at all, and if it had been, then 
presumably if the interest rate policv was not sufficient 
they could have thought of alternate policy measures. 

COMMISSIONER GIBSON: Looking at the 
domestic side of it, suppose we had a much smabber 
deficit: Does it follow that we would have had a 
substantially smaller government deficit? Your 


suggestion is that it does -~- 


PROFESSOR BARBER: Well, given the tax 
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Terente, Ontarie 
rates and expenditure policies there would have been. 
In other words, | think, if anything, if monetary 
policy tmad eased the employment problem the governmenlt 
might have felt under less pressure to take other 
measures. 

COMMISSIONER MACKINTOSH: You are 
assuming the lower rate of interest would increase the 
Gross National Product? 

PRIQFESSOR’ BARBER: * Yes, howeérohates 
plus whatever policies were necessary to get the current 
account deficit down. It would have meant lower 
imports and higher exports. 

COMMISSIONER MACKINTOSH: Yes, but 


there is no arithmetic --= 


PROFESSOR BARBER :* I ‘agree, d's’ to’rhe 
amount. 

COMMISSIONER MACKINTOSH: It might 
have hada very little effect or a very great effect. 


COMMISSIONER GIBSON: And it was stil! 

a period in which you had a decline or much less active 
world markets for your basic products and, as you 

were emphasizing, a cutback in the investment 
programme, and therefore there was a good deal of 
unemployment and this would have tended to produce 
policies leading towards deficits. 

PROFESSOR BARBEF: Still it is hard to 
understand why the Canadian economy should have slowe 
down so much when the European economy was pretty 
buoyant and the American economy slowed down even 


less than the Canadian economy. 


bowolz avon bluode ymoness neibonod ent ydw bawtersbnu 


a 
_ 
- 


ue ran oe 


if : *) 7 


|stanina sven ai Snide dina aise hincuiviseda q xe alae ey 


| err Yiptesnom fe Lenidtynn Hi yoanindt d \ebrew voto. al 
pone edt maldoig tnamyolqms odtibeene boa. yilog 


"we isles stot of sivzze7g zeal ieabaw tieh svod sia | 


-29Nveodem 


atp voY :H2OTMIADAM AIWO122IMMOD 


edt senaioni bluow tzatetal to etoy i9wol edt gnimuazeo 


Stouboerd IlpnoitoUu 22079 


‘ 


29701 1swol’,2sY :AIBHAE HO?22F90 49 


~ 


tneitus eAt teg of Yipezeoan s19W esiniloq revetondw 2eulq 


iswol tnosm sven bluow tl .nawob tisiteb tnuoson 
-2t10qgxe ietpid bao zetiogmi 

tud ,z9Y sH2ZOTMHIADAM AIMO122 IMMOIDD 
| Sime aitomdtinn on et sient 

adi ot zo ,esigo | ;AFGHRAB ROS2IIOAA 
-tnuomn 

tdpim th sHZOTMIA DAM AINOL22]IMMOD 


-toelis toe1g yrev 9 10 foetts elttil yrev o bod sypn 


llite eow ti bnA -MO28ID AIUOI22ZIMMOD 


avitozp zee} doum yo enilosh webod voy doidw ni boiveg o 


voy 2p ,bno etouboigqg sizod wwoy 10} etexd1om bliaow 
tnemtzovai srt ai doodtua vo , gnisizodqme -19w 

tn lnsb boop » epw event eieteied? bao ,ammpigo7g 
e2uborg ot bebmet svod bluow zidt baw tnemyolqmanu 
-ttioiteb 2b1owet gnibosl zsisilog 


ot bind ef ti Pline :99aHAM HOV]?RIIO|N 


Nethercut & Young - 913 - 


Terente, Ontarie 
1 COMMISSIONER MACKINTOSH: Isn't it 
2 a fact that around 1956 there was a marked shift in 
3 the terms of trade between countries exporting chiefly 
4 highly manufactured goods and countries exporting 
5 raw materials and slightly processed goods, and that 

the 

6 this extended/boom in Europe and hastened it in 
7 countries like Canada? 
8 PROFESSOR BARBER: -| am afraid | don't 
9 remember those figures. As | recall, Canada's 
10 particular. terms of trade did not deteriorate sub- 
11 stantially after’ that period. 
12 COMMISSIONER MACKINTOSH: | don't 
13 recall the Canadian figure, but the British figure, 
14 if you take it.as the converse, definitely does, 
15 COMMISSIONER BROWN: At the moment 
16 the Federal Government is employing a policy of 
17 going into the short-term market and avoiding the 
18 long-term market; so far they have been as far as 
19 any borrowings are concerned, and this has been 
20 resulting-in. an accelerating shortening of the term 
21 of the debt: Do you anticipate this will lead to lower 
22 | interest rates? 
23 PROFESSOR BARBER: 1 would think it 
24 | should on longer terms but, as | said before, there 
25 does seem to develop sometimes a certain rigidity 
26 in the interest rate structure, and | would not be 
27 | too confident, having got up there, and people having 
28 got used to these higher rates, that they will come 
29 down as readily as one might hope. 


30 COMMISSIONER BROWN: Earlier there was 
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some discussion about the rates on Canada Savings 
Bonds and it was approached from the point of view 
that the rates had to be this high in order to encourage 
people to buy Canada Savings Bonds. There is always 
the question of the chicken and the egg, and it is 
possible that perhaps the higher rates offered on the 
Canada Savings Bonds have developed a pattern and 
people expect these higher interest rates on ready 
money and therefore are looking for still higher 
rates on longer term bonds? 

PROFESSOR BARBER. .| think all 1 can say 
is, expectations are undoubtedly very important, and 
this is possible. | think the government could always 
test this by trying to lower the interest rates on 
Canada Savings Bonds. It may be in view of the 
uncertainty in the market that tastes have shifted 
away a little from fixed term bonds and towards the 
Canadian savings type bonds, because two provinces 
now have moved into this field with a considerable 
measure of success. 

COMMISSIONER BROWN: Three, | think, 
PROFESSOR BARBER: Three? 
THE CHAIRMAN: Thank you very much, 
Professor Barber. We will adjourn until 9.15 tomorrow 
morning when Premier Roblin will be present and also 


the Credit Union of Manitoba. 


--- Adjournment. 
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MANITOBA SUBMISSION TO THE ROYAL COMMISSION ON 
BANKING AND FINANCE 


ERRAT A 
PAGE 
- Paragraph 10:~ A455 
This paragraph should be deleted in its entirety. 
The chapter ends at the conclusion of paragraph 9, 
- Paragraph 6 - Lines 3 and 4:- AA59 


The clause, "but they have the right to establish their own discount rates 
elect members to the Board of Governors of the system." 
should read: 


"but they have the right to establish their own discount rates subject to tt 
review of the Governors of the system." 


- Paragraph 13 - Line 5:- A460 


The phrase, "open market dealings are" 
should read: 


"open market dealings in new Federal Government issues are" 
- Paragraph 13 - Line 7:- A463 


The phrase, "three equal parts" 
Should read: 


"three parts" 

~ Paragraph 20 - Line 1:- AOA 
The phrase, "there is now reasonably adequate credit" 

should read: 

"there is now reasonably adequate operating credit" 

~ Paragraph 21 - Line 2:- 


The phrase, "present credit supplies" 
should read: 


"present operating credit supplies" 
- Paragraph 5:- A465 


The paragraph should be deleted in its entirety and the following should be 
substituted: 


MDs More practicable, perhaps, would be a greater degree of co- 
operative action originating with the lending institutions themselves wherek 
excess commitment in particularly active areas could be altered to favour 
areas wherein more activity could usefully be stimulated. Such an increas 
in the co-operative aspects of their investment approach would probably cal 
for some changes in administrative and other arrangements on the part of t 
participating institutions. The difficulties that might be encountered in de- 
vising these co-operative arrangements might well seem less in magnitude 
than the economic difficulties associated with the devil-take-the-hindmost 
philosophy of the present approach,"! 


~ Paragraph 8 - Line 10:- A466 


All words following the word, ''ventures." should be deleted in their entire 
and the paragraph should thus end at the word, "ventures." 


- Paragraph 15 - Line 2:- 


The phrase, "the later Mr. James Muir" 
should read: 


"the late Mr. James Muir"! 
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1 i 
| READING SUMMARY AND OUTLINE 
} OF SUBMISSION BY THE GOVERNMENT OF MANITOBA 
TO THE ROYAL COMMISSION ON BANKING AND FINANCE 
3 
4 It is a privilege to participate, on behalf of the Province of Manit oba, in this 
5 } 
essential major review of the banking and financial system in Canada. We appreciate 
6 
; the opportunity afforded by this Commission to put forward the viewpoint of the Pro- 
8 || vincial Government on matters of substantial importance to the continued progress and 


9 
prosperity of our people. 
10 
It is a viewpoint of particular regional concern that we will place before the 
11 


12 PeeAssi det We have considered that our most useful contribution to the task of 
review would be in focussing at tention on those areas and problems falling within the 
‘direct responsibility and orbit of our Provincial authority. Our comments will, 

16 therefore, follow a theme which we believe to be consistent throughout ee presenta- 
tion -- the necessity of regional development and the problems involved, particularly 


18 | 


‘in respect of financial means to that end. 


20 | We shall avoid specific or general theorizing insofar as possible. Rather, we 
21) 

will describe situations and problems as we see them in our region, and we shall 
22) 
23 venture suggestions as to possible solutions. 
24 In the main, we judge these hearings to be primarily concerned with enquiry 
25 


as to the suitability and capacities of our existing banking and financial institutions to 
26 | 


meet the tasks assigned to them by the economic and related circumstances found in 
28 Canada today. We are concerned as to whether these capacities and capabilities are 


ladequate to the present and future requirements placed upon them. Past judgments 
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are set to one side by progress, unless they remain appropriate in new conditions. 


We shall have to see whether our banking and financial system has remained adequate 


in concept and practice in a world drastically altered from the one in which the system 


was originally conceived. 

While specific concern for taxation and fiscal policies may not be immediately 
within the orbit of this Commission, we have found unavoidable references to aspects 
of our problems -- and the possible solutions -- which touch on these areas. Without 
a review of tax structures and concepts, financial policy may be altered only at the 
risk of failure in purpose and effect. 

Specifically, we must be concerned as to the degree that the continuing uneveness 
in regional development of economic strength and resources can be traced to possible 
inadequacies in the goals, practices, organization and concepts of the banking and 
financial apparatus. We believe that a sufficiently reasoned case can be made for the 
need for new organization to attack the special problems of regional development. We 
believe that over-emphasis in the past on security for investment capital has tended to 
place too high a value on the status quo and too little on progress. 

We would not forego stability in search of something merely new. In fact, wha 
we feel is required of the banking and financial system in Canada is extension rather 


than replacement. We would emphasize the need for new focus and new technique in 


| meeting our regional needs. These aims must be achieved by establishing a greater 


flexibility for the existing financial facilities. 
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We would recommend that the Commission give special emphasis to an analysis 
of the availability, adequacy, and reasonableness of terms for the use of risk capital 
for northern investment. Financial institutions, we suggest, must be encouraged to 
accept a greater share of responsibility in the organization of developmental capital 
for northern Canada. 

It may well be that special funds and institutions must be provided to meet the 
particular challenge of northern development. Unless we make such means as are 
pean ary available within Canada, we cannot reasonably object to continuing develop- 
ment by outside capital of areas we are not willing to accept within our own 
responsibility. 

In the same vein, the difficulties of under-developed or "problem" areas -- and 
we in Manitoba have several such areas -- require specialized attacks. Special incen- 
tives to development in such locales may be required. These would be worthy of con- 
sideration in respect of investment in areas such as the Interlake region or South- 
eastern Manitoba, for example. 

The nature of the problems afflicting the economies of the marginal areas is 
such that only relatively labour-intensive secondary manufacturing or service industrie 


will meet the requirements. The acceleration of such secondary industrial developmen 


‘ig an acute need. 


We must recognize that those regional economies still largely in development - 


or in transition from basic primary dependency on agriculture as for Manitoba -- will 


depend upon small business activity to a major degree. This will hold for a fairly long 
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period. Small business requires special scales of service, special techniques of 


assistance and special emphasis in approach. The private sector of investment organi- 


g zation may well have to develop the requisite special means to meet the needs of small 


enterprise. 


Public authorities may prime the mechanism for investment in regional 


g |economies, but the response of the private sector to regional requirements will deter- 


mine the ultimate success and progress of development. Possibly, we shall have to 


encourage more co-operative application in the provision of public and private capital 


13 ||and in the organizational effort needed to achieve regional objectives. 

The Commission may wish to enquire into the investment pattern developing in 
large business enterprise whereby increasing shares of profits are held as undistribute 
17 sel When these are re-invested, without particular concern for wider needs, it 


may be that uneconomic capacity is created in one area while another is left without 


apital for economically productive investment. 

In this context, as in numerous other areas of our concern, we find the need to 
estion the existing elements of taxation and fiscal policy. We seriously doubt that 
y new approach to organization and distribution of necessary capital will achieve the 
ll effect desired without some prior concern for the fiscal framework in which it 
li operate. 

We have stressed our concern that the regions receive the emphasis of future 


velopment. We deplore a tendency toward "branch office" climate and attitude. 
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This can be as bad for Western Canada or for the Atlantic Provinces as absentee 
2 
3 ownership through foreign holdings of our capital equities is for Canada as a whole. 
4 There must be a study of the financial choices open to small business in our 
regions requiring development. Would capital financing or equity investment be best 
7 for their special situations? 

We suggest that much of the investment problem in respect of local development 
within the regions of Canada is more that of distribution than availability of capital. 


11 The available funds may be inaccessible because no appropriate means have been 


12 applied to distribute them where the need exists. 


Where small business operates remotely from the centres of financial activity, 


15 || real social and economic problems are created by lack of developmental support. 


~ The institutionalized funds and savings are not normally available to new busi- 
17 

ness. Many institutions go well beyond the legal extent of caution in this regard. 
18 
19 In many instances, the barriers io improvement in local facilities may be more 
20 


psychological than actual. There is a general tendency among existing private sector 
institutions such as the banks and investment concerns to refrain from a regional focus 


23 || They cannot see opportunity because they do not seek it in the regional sector. 


- Much of this problem of focus can in turn be traced to a lack of data. Insufficient 
25 * 
statistical and related information is provided by existing facilities that could inform o 


27 | attract investors in respect to local opportunities. Data on the inter-regional flow of 
28 | 


savings and with regard to regional investment patterns and commitments are 


29 


30 | particularly required. 
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While the banks appear to be meeting the short term needs of the regional 
economies, the chartered banks' branch banking policy does not favour regional 
development over the long term. This is particularly true in the special transitional 
circumstances of much of the Prairie economy -- as in Manitoba. 

The banks have been slow to adjust. Blanket credit policies seem convenient 
and even plausible. Yet such centralized policies can and do hamper local or regional 
growth. 

The Commission may wish to enquire as to the effectiveness of fixed capital 
loans by banks under Federal legislation such as the Small Business Loans Act, the 
Export Credits Insurance Act, the National Housing Act and related provisions. 

More regional banking information is needed. We have no data to guide us in 
judging the real effectiveness of the system in our own jurisdictions. 

We have a particular concern for the municipalities and their problems. In th 
capital market, small local authorities need assistance. A more permanent and exten- 


sive consortium arrangement between banks and institutions could serve most usefull 


in providing such aid and support for municipal capital needs. 


In the overall decisions of the banking authorities, including the central bank 


and its agencies, we would like to see a more effective regional influence than is 


evident at present. Appointments from regional communities may be only a beginning 


in bringing to the policy makers a concern for localized development needs. 


Regional variations in monetary policy are difficult to conceive and we frankly 


confess an inability to suggest a practical possibility here. But further examination 
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1 
of this area seems necessary. It may be that the creation of policy may be conditioned 
2 
3 by greater awareness of regional circumstances. 
4 We believe that the Bank of Canada should relinquish its role of fiscal agent 
5 
because this activity effectively bars a concern for regional requirements at the centra 
6 
7 bank. We would prefer to see such responsibilities concentrated in the Department of. 
8 Finance, leaving the Bank of Canada free to exercise its own independent judgments in 
9 
this area. 
10 
11 There are a number of further specific improvements that we would suggest for 
- the Industrial Development Bank. In particular, we suggest more emphasis on develop 
13 
ment and less concern for the monetary role of the parent central bank. In fact, separa- 
14 
15 || tion of the agencies might be warranted. 
16 
Certainly we advocate more regional identity for the Industrial Development 
17 
Bank branches, and more direct involvement in regional development. New terms of 
18 
19 || reference for the Industrial Development Bank might be suggested by the Commission. 
20 
We have in mind the possibility of more co-operative activity jointly carried out by the 
21 
Industrial Development Bank and Provincial Agencies. A greater effort is needed to 
22 
23 || close the gap between suppliers of capital and the seekers of investment support. 
24 
As in other contexts, information in a commodity in short supply with referenc 
25 
to Industrial Development Bank research activities. We recommend that the. findings o 
26 
ai this agency's regional studies be made more generally available for local use. 
28 
If the Industrial Developm ent Bank were to entertain a role of co-operative 
29 


lender, research data would be an invaluable and prerequisite aid to sound investment. 
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Co-operative research would be logical in such circum stances. 


We would venture that the already highly useful role of the Industrial Develop- 


ment Bank could be greatly enhanced if the agency were to be converted to a national 


| federation of regional agencies with federal sponsorship. 


Other special public and private organizations ought to be encouraged to take a 


direct regional role in development and in the provision of capital for such development 


There is a particular need for some special assistance to medium range industry in 


regional economies in order that growth may be sustained beyond the first successful 


expansion from the original investment stage. A "follow-through" programme of 


support is necessary when firms are just at the stage when outside capital will mean 


‘\|progress and the lack of it stagnation. 


All of these regional aims will be served in major part by local resources if 
means can be found to increase the reasonable conversion of ''savings into equity". 
Excessive emphasis on "safety" for sayings can tend to increase the actual risk to the 
potential value of the savings. 

There are special conditions within particular regions that ought to attract the 
interest of investors, and which may require special support in this endeavour. For 
example, trained agriculturalists would be well-employed in banks in our area. More 


direct liaison with the Federal and Provincial Departments of Agriculture would also 


‘insure the banks better application of credit now given, Borrowers need advice as well 


‘as funds, but the advice must be reliable. 


| 


There exists an immediate need for livestock financing, for example, that 
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requires special approach. Yet, livestock production is now one of the brightest 
prospects for farm progress. 

The present federal agencies and programmes do not go far enough in supplying, 
independently of established institutions, the necessary financial support for local 
development. The supply of small business capital tends to remain a sort of "insured 
charity" activity of major financial institutions under the present federal legislation. 

No one credit policy will suit all needs or all regions simultaneously. The 
answer may be in added flexibility for the credit system, although this may be difficult 
to manage within a national monetary framework. 

Variation in interest rates by regions is difficult in our present system and the 
idea has not been greeted with much enthusiasm in the past. However, it can be done 
in the United States, apparently. Perhaps the Federal Reserve System there warrants 
a closer look for possible adaptation to Canadian needs. 

Co-operation among regional lending institutions is another alternative. In the 
game vein, it could be suggested that an apportionment, co-operatively, of regional 
institutional investment pools for "local" development would be practical and effective. 

Taxation must be reviewed, 9s well, in the light of overall federal dominance 
the fiscal field. But we do not exempt Provincial and municipal tax structures from 
such necessary analysis. 

We have suggested previously the potential advantages of tax-free status for 
bonds issued in support of the development of social capital at the municipal and 


provincial level. More consideration is warranted for this suggestion than we have 
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1 ted 
noted. Support for such a technique of social capital encouragement has come from th 
2 
banking sector itself. 
3 
4 A general enhancement of the municipal securities market seems imperative if 
2 | 
we are to maintain even growth within the Provincial regions themselves. 
6 
7 The "dividend credit" device might be applied, as well, in this social capital 
8 || area, thereby encouraging investment in municipal and provincial bonds issued for 
9 
such investment. 
10 
1 Regional tax-differentials provided by the Federal Government would also en- 
12 || hance specific local development, if it were possible and practical to work these out 
13 
within a revised tax structure. 
14 
15 The recurring need for regionally focussed information and specific data seems 
16 | to apply in every field of suggested improvement. It may well be that this is the pre- 
17 
requisite for solution to regional development problems. 
18 
19 A national pooling of information facilities for regional use would be a step in 
20 the right direction. We suggest more emphasis on actual business development and 
21 
less on public relations within the regional sphere. The accessibility of existing feder 
22 
23 and centralized information should be increased. Far too few of the specialized inter- 
24 pretive data reports are available to regional agencies. More explanation of such data 
25 | 
is also required when they are made available. 
26 | 
27 | We have suggested the value of establishing a National Economic Advisory 
28 Ftconctli We feel that such a group of regionally appointed experts could make a 
29 
valuable contribution as 'middle-men" in transmitting available knowledge and advice - 
30 
—_—_— 
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without compulsion -- to regional authorities in respect of economic problems confront ng 
Provincial and municipal government bodies. 

There are other comments and other areas of interest which could be explored. 
Our main submission details some of those which we have discussed here. However, 
the main, we are satisfied to remain within the bounds of our jurisdictional responsibili- 
ties. We are immediately involved in the Provincial and municipal aspects of develop- 
ment. We have directed our attention here. 

Yet we must confirm our conviction that regional progress will determine the 
national development. Our wider interest in the efficiency and effectiveness of the 
Canadian banking and financial system stems from this conviction. We are most appre 


ciative of this Commission's concern that these facilities shall better serve the various 


interests of all Canadians. 
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SUBMISSION TO THE ROYAL COMMISSION ON BANKING AND FINANCE 
BY PREMIER DUFF ROBLIN ON BEHALF OF THE GOVERNMENT OF 
THE PROVINCE OF MANITOBA 


INTRODUCTION: - 


1 Ue It is nearly 30 years since the last authoritative review in Canada of the banking 
and financial system. Since the MacMillan Report, the changes in our economic and 
social structure have been far-reaching. Whatever may have been done in the past can 
now have value only if appropriate to the conditions with which we must now contend. 

In practical terms, we are in a new world in which we have so far been able to adjust 
the rules and precepts of the past only in a plece-meal way. We have yet to restate our 
basic problems or the principles to be applied in dealing with them. 


2. Canada has had many good years since the end of the Second World War in 
respect of her over-all economy. But events have made increasingly clear a need for 
positive and imaginative measures in all fields of economic organization. Such mea- 
sures are essential if we are to continue to hold our place in an increasingly competi- 
tive world. Banking and finance necessarily have a prime place in the over-all approach 
to problems of economic challenge. Furthermore, while the Government of Manitoba 
appreciates the fact that specific concern for taxation matters as such may not be in- 
cluded directly within the terms of reference for this Commission, it considers that 
reference to the related aspects of taxation is essential to any valid consideration of 
financial problems. 


3. We do not intend to attempt a broad or theoretical approach to the matters now 
before this Commission. These aspects will have your attention at another time. 
Rather, we believe that we may better contribute to the effectiveness of this enquiry if 
we deal with those aspects of the over-all financial and banking problems which are of 
primary concern to the economy of this Province. 


4. Canada's growth in the post-war period, taken as a whole, has been gratifying 
but it has also been uneven. One need only to look at the varying levels of personal in- 
come in the different areas or to the regional distribution of corporation profits to 
appreciate the extent and strength of centralizing economic forces which have left us still 
with a regionally unbalanced economy. There have been some exceptions to this -- the 
recent rapid development of Alberta and British Columbia, for example, although this 
was based on the fortuitous circumstances of natural resources. Reletively speaking, 
however, the less developed areas of thirty years ago are still the less developed areas 
today and the accumulated wealth of the land is still largely concentrated in the central 
regions although, even there, the distribution is uneven. 


5. We recognize that such conditions are inevitable and that it will take a conscious 
act of public policy to change the line of this development. We consider that such effort 
is essential to Canada's sustained growth as a nation. No country can continue to exist 
indefinitely as an economic and political entity where the need for a broad national 
standard of balanced growth is not recognized. It may be that our objective may not be 
possible of full accomplishment, but unless we now make every possible effort toward 
this aim, we will seriously jeopardize our economic and political development and our 


ability to assume our proper place in the world. 


6. We conceive that the Royal Commission on Banking and Finance has as its main 
task the assessment of what facilities and services we now have and their suitability to 
our present circumstances, and the alternatives which can lead to the attainment in 
future of our legitimate objectives. It is no longer possible to treat matters pertaining 
to finance in isolation. Full resources -~ financial and economic -- must be mobilized 
to the task of providing adequate support for our development. While the existing system 
has served reasonably well in the past, it is obvious that many changes in both principles 
and practices are required if we are to achieve our objectives. 


Manitoba's own position, while differing in important respects from other parts 
of Canada, will not be unique. This Province is in a period of transition. Its economy 
is scoudenttil from one based principally upon agriculture and railway transportation 
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to one more complex. A growing secondary manufacturing and natural resource develop~ 
ment is being added to and integrated with the changing basic structure of the past. We 
are urgently concerned that the banking and financial system be capable of meeting these 
new demands and we believe that we must recognize the necessity that the system be 
constructed and maintained in a form suitable to the continuing balanced national growth 
of this country. This implies a banking and financial system made fully effective at the 
regional level, This submission is based upon that view. 
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CHAPTERI - FINANCIAL REQUIREMENTS OF REGIONAL DEVELOPMENT 
IN MANITOBA 


i It is possible in general terms to measure the requirements of the economy for 
financial services, cash and credit, by the aggregate of annual transactions. The best 
attempt at this measurement Lies in the concept of the national accounts ~- that is in 

the gross national product. In view of the lack of regional data, we have found it neces- 
sary to apply some generally similar measurement to the provincial economy. We have 
arrived at what is at least a temporary hypothesis of the provincial product. We regard 
it as a useful guide but we do not vouch for its statistical legitimacy. 


2. To distinguish this approximation from the complex accounting of the gross 
national product, we have called Manitoba's economic aggregate the annual gross pro- 
vincial income. In method, it reflects a general relationship established between 
aggregate Canadian personal income and the gross national product, applied to the 


personal income of the Province. On this basis, Manitoba's gross provincial income 
for 1961 approximated $1, 845 million. 


3. The provincial economy's aggregate activity is thus shown to be approaching 
$2,000 million annually. This may be said to represent, in a rough way, the aggregate 


of short run requirements, public and private, and gives us some idea of the magnitude 
of requirements in our financial system. This is an over-simplification, but it serves, 
we think, to give us some basis of measurement. 


A, An examination of the budgets of public authorities in recent years indicates an 
increasing importance for their contribution to the national and provincial products. 
This public activity (without reference to Federal commitments) is estimated to have 
been 16 percent of gross provincial income last year. However, in the context of our 
present consideration, it has been found that the public sector, in the short term, does 
not place a very heavy demand on the banking and related financial system and the situa- 
tion is not unsatisfactory. Our municipal organizations, for example, do not as a rule 
run substantial credit lines, except for short periods. The short run demands of the 
Province have been adequately served through bank credits and other short term means. 
It is unlikely that any noticeable relative increase will be experienced here. The same 
generally is true of those public bodies and institutions which must be provided with 
financing in the short term. 


5. In summary, the main financing problems of the public sector appear to be in 
the long rather than the short term and it is here that the private sector -- business, 
industry and farm -- can be inferred as exerting the main pressure upon the financial 
apparatus of the whole provincial economy. The private sector's call upon the banking 
and financial system remains dominant on a day to day basis and there is every indica- 
tion that the rate of demand is growing. Among the pressures are the increasing needs 
of the retail trade, which now aggregates over $800 million annually. Wholesalers, 
manufacturers and distributors, commercial and professional services all form a part 
of the aggregate private demand upon the financial system. 


6. In 1961, the provincial agriculture, in spite of drought, had a gross value of 
production of $260 million, or 17 percent of the gross value of material out-put of 
goods and service. The natural resource industries of forest, fisheries and mines 
accounted for another $130 million or 8 percent. Manufacturing -- at $770 million in 
annual shipments in 1961 -- provided a 49 percent share of the gross value of produc- 
tion. Construction totalled $400 million or 26 percent. 


7. These data, fragmentary though they must be in this context, offer another 
measurement of the short term needs for banking and financial service in the Province. 
Crops and inventories must be financed. Equipment purchases, renovations and repairs 
‘must all be supported at one time or another and in greater or lesser degree by credit. 
Building and maintaining plant requires the effective economic backing of the financial 


system. 


, In Manitoba, where there is greater emphasis on the small enterprise and 
Pee large industrial complexes are relatively few in number, the short-term financ- 
“a responsibility falls, with special emphasis, on the banks and related sources of 
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credit. Small business cannot rely on its own resources. The effective demand for 
financial services will continue to grow at a substantial rate. To the extent that bank 
clearings are indicative, it is of value to note that from 1956 to 1961 the value of 
cheques cashed rose by 50 percent. 


Ue The demands of the long term also concern both the public and the private 
sectors, but here the public sector assumes a greater prominence. The primary 
tasks of stimulating and building a national economy have in recent years fallen with 
increasing weight upon the provinces and their municipalities. The elements com- 
prising the private sector must give full value to the fact that their progress must take 
place largely within the provincial and municipal sphere of activity. While not bound 
to the restricted area, private operations are identified with the local and provincial 
communities. National policies can not have full meaning unless they are recognized 
and accepted within the context of local circumstances. 


10. In our attempts to analyze the regional and local aspects of the situation, we 
have been reminded that there is a marked scarcity of reliable statistical data in this 
field. We can, however, attempt to indicate broadly the possible magnitude of public 
investment over the long term for government institutions in Manitoba. These pro- 
jections must be accepted with reservations, for like all such forecasts they are at 
best only informed speculations. 


J bi he In the past five years, the Province of Manitoba and its agencies, other than 
municipalities, made estimated new capital expenditures of some $450 million. In re- 
cent years the annual capital requirements have been running nearer to $100 million 
annually. It is our belief that the total of these commitments will tend to level off and 
perhaps reduce somewhat for the next five years as a substantial part of the recent 
expenditure programme has been in the nature of an up-grading of existing services 
and facilities. However, by assuming a rough stability, we can see the approximate 
direction of provincial capital requirements in the years immediately ahead. 


a YP For the municipalities, related bodies and public institutions, an even greater 
freedom of estimate is necessary. We have attempted to compute these long term 
requirements and we have found that on the basis of the last five years experience 
they have totalled over $140 million -- approaching $30 million annually. While in 
this area, again, there has been some overtaking of delayed improvements, it would 
appear that the related capital requirements for the next decade will continue to be an 


important factor in the long term money market. 


13. These commitments are not extravagances. In fact, they may well be unavoid- 
able for it is only in the atmosphere of public improvement that private enterprise will 
flourish. Without schools, roads, bridges, waterworks, sewers, hospitals, univer- 
sities and the countless other facilities furnished or aided by government, private 


enterprise will not invest or progress. 


14. Inasmuch as the public investment programme must support private develop- 
ment, it is not an end in itself. We must emphasize that response from private enter- 
prise is essential if our free economy is to be maintained. It is our general view that 
government should only undertake what it can do better than private enterprise and that 


effective private response as well is essential to our purpose. : . 


15. Manitoba has shown that this is more than a mere matter of words. The 
Province, in co-operation with industry and business, is now concerned in a very 
extensive examination of the economic aspects of Manitoba's future. The Committee 
on Manitoba's Economic Future is well into its studies and it is our strong and con- 
fident belief that its findings will do much.to show us the most effective way of com- 
bining the productive forces of government and private enterprise. 


the provincial economy's requirements for long term capital 

the next ten years are incomplete without some measurement of private capital 
ella h attempted this, after a review of new private capital investment for 
an Kole wide in Manitoba and current indications of need. We have then projected 
sahagenbies sieaaed to 1971 on approximately the present growth pattern. 
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MTs This projection suggests a demand in excess of some $260 million per annum 
for the next decade and -- unlike the outlook for the public sector -- there is every 
reason to hope for and to expect an expanding rate of growth in the years ahead. 


18. Taking public and private long term demands together, it would appear that the 
capital requirements for Manitoba will not fall far short of $400 million a year and may 
perhaps exceed this substantially. 


19, Underlying this projection of the future are questions concerning the banking 
and financial facilities of the community. We must be assured of their capacities in 
relation to our needs.. If these fail us, even briefly at critical times, our progress 
could be seriously harmed. The forecasts of need that we have attempted suggest the 
tasks to be met by banks, investment facilities and institutions and by the general 
public. 
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CHAPTER Il - REQUIREMENTS FOR BALANCED REGIONAL DEVELOPMENT 


1. The growth and expansion of the national economy in the Canadian Federal 
system must be based on the full utilization of the human and physical resources of 
each of the regions in the country. To date, however, economic growth in Canada has 
been such that optimum development within each region has not been achieved. His- 
torically, for a variety of reasons, the economic development of Canada has tended to 
concentrate in the central regions while the development of the outlying regions ~- 
based primarily on exploitation of primary resources ~~ has tended to be imbalanced. 
A more balanced growth of the various regions of Canada is essential. 


26 Certainly a pre-requisite of efficiency in this area is flexibility. . There is a 
need for any organization to meet and to react positively to change. There are many 
ways to an objective, some better than others. If one organizational structure or 
policy works well in some circumstances, it may or may not work as well in others. 
If we are operating a banking system in the 1960's that was essentially conceived in 
the 1860's, we are imposing unnecessary and unrealistic obstacles to progress. 


3. Admittedly, the banks have changed. Their policies have shown flexibility and 
practical facilities have been altered and expanded. But we have to ask, "Has the 
banking concept -- even the philosophy of finance -- kept pace with the changing reality 
of mid-20th century economics? Have we come as far as is practicable with a system 
founded primarily on a philosophy that security was comprised of carefully protected 
capital? Can we continue to judge the soundness of investment in large part by the 
degree to which risk can be minimized?" 


4. We suggest that our organizations for regional development must meet the need 
for new approaches and new techniques. We must express in these organizations new 
philosophy imposed by the new facts of our economic existence. The risk lies in 
standing still. 


5. Responsibility will as always be a pre-requisite. In fact, what we really seek 
is extension -- growth -- rather than replacement of the financial apparatus. We 

would not wish to lose the essential stability that has marked Canada's financial system. 
We have in the past accomplished much within our financial framework -- albeit with 
special and prolonged extra-national capital investment. Our basic approach now to 

the stimulation of the necessary balanced growth in Manitoba is through public invest- 
ment and support, and through provision of a sound basis and climate for effective 


private activity. 


6. Five critical areas in sound development of our Province are northern develop- 
ment, the rationalization of resource industries in settled areas, the promotion of 
secondary industry, rural industrialization including the provision of agricultural 
credit, and the special financial problems of small business enterprises. 


Tee If balanced growth is to be achieved, it is necessary that the potential profits 
be attractive in all sectors and for this reason enterprisers must have ready access 

to capital at reasonable interest rates and on terms that enable them to retain control 
over capital under the inevitable stresses of a development stage. It is important to 
remove as many obstacles as possible from the path of development. The achievement 
of dynamic and profitable expansion requires the introduction of new ideas, products 
and methods into the economy. The financial climate for this must be established and 


maintained. 


8. It is the policy of the Federal Government to foster and facilitate the develop- 
ment of the human and natural resources of Northern Canada.’ These northern regions 
constitute a vast physical and economic frontier whose development is of importance 
to the nation and to balanced regional and provincial economic growth. In co-operation 
with the Federal Government, a number of the Provinces, including Manitoba, have 
instituted similar programmes for the development of their northern regions. In fact, 
in terms of actual execution of the national policy, the Provinces are the principal 
instruments. This is an enterprise imposing immediate and long term obligations on 
the financial resources of the Provinces, with the return to be expected only over the 


longer period. 
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9. Mining and metal-processing activities have led to the growth of several 
flourishing new communities in Northern Manitoba but the region's economic resources 
remain only partially developed. Although the minerals of the Canadian Shield will 
continue to play a dominant role in the region's economic future, other resources, 
particularly timber and water power, can make an important contribution to the balanced 
economic development of the Province. The wealth is there. The realization of that 
wealth is both the goal and the problem. 


10, While it is recognized that risk capital is essential to such development of 
natural resources in Canada, we have not yet been able to develop those large pools of 
money within our own boundaries from which such risk capital can be drawn in the 
amounts necessary to maintain economic growth at a rate experienced since the War. 

' The shortage of risk capital from Canadian sources for investment in resources and 
industrial enterprises is all the more acute in the case of investment in Northern 
Canada because of the special conditions and high costs of development imposed by 
distance, climate and terrain. The result has been a heavy dependence on foreign 
capital which has in turn influenced the nature and pattern of development. Such invest- 
ment has been geared primarily to the supply of high quality raw materials to export 
markets and not to the processing and fabrication of these materials. It has also re- 
sulted in the development of isolated pockéts of such resources in the absence of a 
broadly integrated domestic industrial base. 


aty We would urge that the Commission give special emphasis to a review of the 
availability, adequacy and provision of risk capital from Canadian sources for invest- 
ment in the northern regions. And by the provision of risk capital we do not mean the 
encouragement of unthinking speculation of the kind that has existed in past years. It 
is our view that the financial institutions in Canada must accept a greater share of 
responsibility for facilitating northern development through the mobilization and pro- 
vision of Canadian savings for these purposes. The conditions attendant on northern 
development may well require the establishment of special funds and institutions to 
facilitate research and development and to supplement and encourage application from 
individual sources of private funds for these purposes. It is idle to object to outside 
capital if we are unwilling to assume the same responsibilities ourselves. 


12. As the result of changing technologies and increasingly competitive markets, 
the primary industries in the more broadly settled southern areas of the Province are 
in a state of transition. The situation -- both economic and social -- is particularly 
critical in the "problem" areas of the Province -- the Interlake area, South-east 
Manitoba and the area immediately west of Lakes Manitoba and Winnipegosis. These 
are areas which were given over to agriculture prior to adoption of scientific land-use 
techniques and their marginal return has always been low. The effects of quickening 
technological change and of the depletion of both land and forest resources are most 
severe. Very low levels of per capita income, and labour surpluses, make local 
solutions difficult. The primary industries of agriculture, forestry and commercial 
fishing in these areas require re-organization and consolidation. As a result of these 
measures, the labour force employed is likely to decline further 4s specialization 
occurs thus adding to the existing surplus labour for which alternative employment 


must be found. 


13. Governments have assumed a major role in planning for the more efficient use 
of the resources in these areas. But the government programmes in themselves cannot 
achieve necessary economic development and the creation of the necessary job oppor- 
tunities. There are special financial requirements and the most important of these is 
the need for capital on attractive terms -- and in relatively small packages -- to induce 
the establishment of processing and manufacturing industries in these regions. These 
must be industries that will utilize the indigenous labour and natural resources. The 
provision of this capital may -- as with northern development -- require special 
agencies or programmes to supplement the operations of existing public and private 
institutions. To complement the provision of capital on reasonable terms, considera- 
ei should also be given to special incentive programmes for industries establishing 


in these areas. 
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capital and with instability of control over capital by enterprisers. These factors limit 
entry, expansion.and growth, The Government of Manitoba is concerned that promising 


new businesses and expanding established enterprises be provided with a fair competi- 
tive position. 


15. Balanced development of the regional economy requires.a broadly-based indus- 
trial structure. This in turn necessitates both the expansion of existing secondary 
industries, and the establishment of suitable new enterprises. Historically, this pro- 
vince has developed as a supplier of primary agricultural commodities and to a lesser 
extent industrial raw materials. In conjunction with this there have developed some 
raw material processing industries and small manufacturing and service industries 
oriented to servicing the regional market. However, given the current development 
of these types of industries and the likely pattern of their anticipated development in 
the future, they will be hard pressed to absorb the Province's growing labour force. 


16. The full employment of the labour resources of the Province on a satisfactory 
basis requires the accelerated development of the existing secondary manufacturing 
industries as well as the establishment of a wide range of such industries. Such in- 
dustries provide income and employment themselves and will also indirectly generate 
additional income and employment through the establishment of ancillary service 
industries. The achievement of an economy that has well developed primary, second- 
ary and service industries is the basis of our concept of an internally balanced regional 
economy which contributes most satisfactorily to a sound national development. 


Wis It is our philosophy that Government has a responsibility to create the conditions 
wherein the type of industry described will develop in an atmosphere conducive to its 
success. The Government of Manitoba has devoted a good deal of energy toward this 
end. However, both the Government and entrepreneurs interested in developing 
secondary industries and ancillary service enterprises in these non-urban areas have 
found that the policies and practices of existing financial institutions are geared to 
serving larger urban centres. The difficulties of rural enterprise seeking to obtain 
capital from the existing institutions at reasonable rates has led the Provincial Government 
and the local rural communities to establish their own special institutions for this 


purpose. 


18. We know that the re-orientation of the rural economy is a serious problem in 
Manitoba and it is our understanding that it is equally serious in other regions of 
Canada. It is our view that the solution of this problem will require the development 
of new types of lending institutions geared specifically to the capital requirements of 
rural industry and service establishments. There must also be appropriate changes 
in the controls and regulations covering private lending policies and practices. 


19; In relation to the terms of reference of this Commission, we define small 
business as any enterprise whose needs for equity and loan capital are too small either 
to interest the investment sources or to be marketed publicly. Of all secondary manu- 
facturing industries in Manitoba, over seventy-five percent have less than 15 employees 
and firms with more than 500 employees account for only one percent of the establish- 
ments and less than twenty percent of total employment. When it is considered that 
about eighty percent of the Province's manufacturing industry serves only the Prairie 
regional market and that over forty percent serves only the Province of Manitoba, it 


is apparent that small firms will continue to have a dominant position in the economy 


of this region for the foreseeable future. 


20. Enterprises in this range have no ready access to the new issue market for, 
equity capital and have difficulty in securing term bank eredit Ox, in persuading ingtitu- 
tions to provide debenture capital -- much less equity participation. These difficulties, 
we believe, are related to the smallness of the enterprise, to the degree of risk in- 
volved and to the relative inability or unwillingness -- perhaps through lack of know- 
ledge -- of many private institutions to make facilities and funds available to them. 
21. While some constructive steps have been taken, institutional facilities have not 
developed sufficiently in Canada to supply adequate equity and loan capital to small 

the lack of financing facilities, small business has only been : 


ble. on the whole, to secure equity and loan capital in an erratic, unorganized fashion. 
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Furthermore, in the absence of a sensitive market for funds available to small business 
there is no assurance that society's limited supply of capital savings is being invested 
where it will be most productive in a regional context. The commercial banks, finance 
companies and factors are doing a better job of supplying small business with short and 
intermediate term credit than formerly. Our concern is, however, that there are still 
critical problems. Much more must be done. For example, small business has greater 
need for long term equity capital than for loan capital, Moreover, this type of financing 
requires not only adequate facilities, but also special methods of determining credit 
rating and fund application. 


22. The Manitoba Development Fund and the Community Development Corporations 
were established in an endeavour to meet in part the special small firm requirements. 
The Federal Government has recently broadened the lending activities of the Industrial 
Development Bank. The enactment of and the pending amendment to the Small Business 
Loans Act are other positive Federal steps. 


23. It is our view, however, that, although the public sector can thus serve partially 
to meet the capital needs of small business, further action is required. We would 
emphasize the impracticality of any approach that does not make full provision for the 
utilization of private initiative in the solution of economic problems involving private 
activities. We may as public authorities prime the mechanism, but the principal thrust 
should be found in the stimulus of private organization, and in the sustaining energy of 
private enterprise. It may weli be that some greater degree of co-operative effort 
between public and private capital must be devised. 
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CHAPTER III - THE ROLE OF THE PRIVATE SECTOR IN ORGANIZATION OF 
DEVELOPMENTAL CAPITAL 


I, In the main, there are two principal sources of investment funds in the private 
sector. The internal savings of industrial and commercial undertakings have provided 
an increasing fund through which capital expansion has been financed. The second 
source is that part of the savings of individuals and corporations that is available either 
for debt financing or for equity investment. It is on this volume of earned savings that 


we must depend, if we exclude the creation of credit through monetary policy and the 
banking system. 


2. The Commission might well wish to consider whether or not the tendency of 
business to retain an increasingly large share of its earnings as undistributed profits -- 
ostensibly to be ploughed back into capital expansion -- has not on occasion resulted in 
a diversion of funds from ultimate objectives which might have been more to the advan- 
tage of the economy. This may well be one cause of excess capacity that develops from 
time to time in some otherwise profitable industries. It could be more to the national 
advantage economically if the judgment of the market in such matters were allowed 
greater play. This situation exists in limited degree only, in Manitoba, if at all, How- 
ever, we are concerned, for the more capital that is diverted to uneconomic expansion 
elsewhere, the less there is for economic expansion here. 


Sirs One of the main sources of capital for local or regional development must be in 
the savings of our people. With the great spread of institutionalization of savings in 
recent years, this has become a restricted field in which to seek support -- particularly 
for small operators. Where this pool dries up, small business must inevitably suffer 
for, as we have noted, it is not in a position generally to use the facilities of the public 
issues market and must rely on private arrangements, government-supported plans, 

or the banking system. The last is properly effective only in the short run. 


4. To an increasing extent, this may account for the tendency for control of industry 
to concentrate. Just as we have had to face the problem of absentee control of Canadian 
industry from the United States, many regions in Canada are experiencing a growing 
loss of local control. A "branch office" climate for business is emphasized. It is one 
with which we are only too familiar in Manitoba. 


5. Even were we able to form any firm impression of the extent of private capital 
available for investment in the Province, it would be necessary to draw some conclusions 
as to what choices would be made as between equity and debt investment. We would have 
to make inferences as to the choices between local investment and national or inter- 
national direction of the available funds. These matters could profitably be the subject 
of a good deal more study than has been advanced to date, on the evidence of the limited 
statistics available. What we can say is that we believe a principal solution for pro- 
blems of private regional financing is, in an important part, one of better distribution 

of available capital -- perhaps even more than of increased volume for investment. 

The problems of regional development are exaggerated and made more intense by the 
present capital fund distribution. We are not proposing that the Canadian economy can 
or should be deliberately decentralized or that size and concentration should be con- 
sidered bad in themselves. But we emphasize our previous suggestions that some 
greater consideration must be given to the smaller enterprise attempting to operate 
away from the centres of financial control. It is our view that this is a situation with 
implications -- both economic and sociological -- requiring urgent consideration. 

6. Private institutional investment sources -- which include life insurance com- 
panies, trust compa nies and mortgage and loan companies ~~ now operate under legis- 
lation which is very specific as to the nature of investments that may be made by the 
institutions. Equity or risk capital is actually made available in relatively small 
amounts, and then only to firms with long histories of good earnings. Trustee respon- 
sibilities preclude all but the strongest credit risks and consequently only large busi- 
nesses have these sources of capital open to them. Under these circumstances, most 
Manitoba firms in the development stage cannot look to these sources for funds. We do 


not wish to labour this point, but it deserves consideration. 
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fie A significant criticism of the insurance companies in particular has been that 
they have been reluctant to take any substantial equity position. They have tended to 
prefer safe and relatively certain investment such as bonds and mortgages. Of course, 
the insurance companies are limited by law as to the kind and amount of common and 
preferred stocks which they can include in their portfolios. Even here, however, they 
have frequently followed a far more conservative policy than that dictated by the legal 
limits and, while the factor of relative earnings will account for some part of this 
attitude, it is not the whole answer. 


8. The Winnipeg investment community inevitably suffers by comparison with 
financial centres of Eastern Canada. The "branch office" climate is most evident and 
there are only limited underwriting facilities -- either staff or capital -- among the 
Winnipeg investment dealers. Here is a symptom, if not a cause, underlying the 
difficulty encountered in organizing private capital participation in our regional develop- 
ment. We are not at all sure that the barriers to improvement are not more psychologi- 
cal than practical. We seem to see a lack of focus on regional opportunity among pri- 
vate organizations. Perhaps the lack has been inevitable in the climate of financial 
centralization, but this is no reason why it should continue. 


9. We readily concede that there are problems and difficulties to be overcome in 
any attempt to improve the organization of private developmental capital potential. 
While no quantitative estimates are readily available as to size of holding, the private 
investor in Manitoba may be presumed to be a significant source of-potential develop- 
ment capital. However, an impression persists that capital held by individuals will be 
very cautiously committed to development. As a result, this sector is not as active as 
it might be in the fostering of economic growth within the Province. In many instances, 
the Manitoba investor prefers his Credit Union or Government Bonds --~ witness the 


|| Interest in Manitoba Savings Bonds -- or investment in his own enterprise, whether it 


be a farm or a business. The Manitoba investor has not been exposed to the same 
volume of mining or oil issues as have his counterparts in Alberta and Ontario -- and 
this may be all to the good. Still, he seems to be reluctant to take an equity position 
in new industrial enterprises and in particular in enterprises which have a "local 
industry" development flavour. Savings are often placed with national institutions 
whereby the money may well be applied in some other part of the country. We believe 
this reluctance to participate may be more the result of imited experience in invest- 
ment matters rather than any conscious unwillingness to participate. There seems to 
be a fertile field for private initiative here. 


10. Many of the family fortunes in the province are now administered in an almost 
institutional manner. There are few first generation fortunes in Manitoba, made in the 
last 15 to 20 years, in comparison with other parts of the country such as Alberta, 
British Columbia, Ontario and Quebec. Administrators of such fortunes are more 
inclined to seek equity situations which have good prospects for growth and their invest- 
ments thus tend to stimulate industrial development. The ethnic background of Manitoba 
may also have a conservative influence on saving and investment patterns. Far more 
detailed and useful information is needed on the saving and investment pattern within 
each province or region and on the flow of funds between regions. This is a matter to 


which the Commission might wish to devote attention. 
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CHAPTERIV - THE CHARTERED BANKING SYSTEM AND ITS ROLE IN 
REGIONAL DEVELOPMENT 


it The Canadian banking system has developed along traditional British lines with 

a strong central bank and a limited number of large, nationwide chartered banks, each 
with many branches. This has inevitably led to a concentration of power and decision- 
making in Eastern Canada where the head offices of the central bank and the chartered 
banks are situated. Even though there is no deliberate intention of neglecting the fin- 
ancial needs of the Atlantic Provinces and Western Canada, the chartered banks are 

far more likely to be responsive to the needs of industry in the area in which the head 
offices are situated. This is not a particularly important problem in Britain for obvious 
geographic reasons, but even there London's financial supremacy undoubtedly influences 
the flow of loanable funds to industry and commerce in the provinces. 


Zs As Manitoba is primarily an area with a very high proportion of small and 
growing businesses, the role of the chartered banks is extremely important to the 
economic development of the Province. While the chartered banks appear generally to 
have met the needs for short term credit in a satisfactory manner, a review of their 
activities in the Province, however, suggests that the following matters warrant further 
enquiry. We do not suggest that these comments can be unique or newly presented to 
this Commission. We can do no more than confirm what we would assume other regiona 
submissions will attest. 


3. The chartered banking system's national outlook and centralized control, and by 
tradition its policies and practices in general, have not favoured balanced regional 
growth in Canada. The chartered banking system has been comparatively slow in ad- 
justing to the changing needs of the various regions, particularly in respect of such a 
transitional economy as that of Manitoba. 


4, The chartered banks contend that their lending policies are uniform -- that from 
the policy point of view there are no variations in lending activities regionally or by 
kind and size of industry. This uniform policy is usually summarized as being one 
within the limits of the banks' financial resources and commensurate with a desire to 
extend short term credit to any credit-worthy borrower who can provide reasonable 
security. It is not often made explicit that the bank's knowledge of the borrower is 
necessarily an important factor in determining his credit rating. 


Di We accept the contention of the banks that they attempt to implement this policy 
on a uniform basis by province and industry. However, within this framework there 
are possibilities that the uniform policy will operate with some uneven incidence, 
Statistically, factors that might prove this point include the fact that the financial 
resources of the chartered banks are not completely within their control -- that often 
the dictates of national monetary policy operate to curtail their activities. The banks 
now operate with a 6 percent interest rate ceiling, which sometimes means that credit 
has to be rationed other than on a price basis. Although, with respect to small loans, 
there has been a suggestion that this celling is "circumvented" by various techniques 
of installment or service charge arrangement, the principle stands in that there is this 


basic element of inflexibility in the rate structure. 


6. The application of "blanket" policies cannot have a uniform impact in each 
region. For the transitional economies with a high proportion of small business, and 
where few alternative sources of capital funds are available, the effects are.most 
significant. To promote balanced regional development in Canada, it is theretore 
important to investigate the means whereby tie ere and problems of the varius ' 
regions in Canada will receive due consideration in the central formusation of policies 
by the chartered banking system. Recognition of the fact that the requirements of the 
different parts of Canada are not always the same seems essential to our economic 
progress. 

7. Further enquiry should be made into increasing the effectiveness of the fixed 
capital loans made by the chartered banks under the auspices of such legislation as the 


Small Business Loans Act, the Export Credits Insurance Act and the National Housing 
Act. Such long term financing is of particular importance to Manitoba. The present 
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administration of these loans has been hampered to a certain extent by the lack of 
adequate publicity, knowledge and experience. There would seem to be even further 
room for expansion, particularly in the area covered by the Small Business Loans Act - 
and in export credit financing. 


8. We have been handicapped by the lack of statistical information in respect of 
the regional activities of the banking system. Just as the chartered banks advocate 
clearer and faster communications with the Bank of Canada, the nation has a right to 
expect the type of information from the chartered banking system that will enable 
appraisal of the effectiveness of that system in serving the needs of the various regions 
in Canada. We would suggest that such useful data might include classification -- with 
adequate safeguards for the confidential status of individual transactions of course -- 
of loans by regions, by size of loan, by purpose and by size and type of borrower. 
Such information could be supplemented by reports from other financial institutions 
which are assuming increasing importance, and these in turn should be regionally 
oriented. At present, without adequate information, it is difficult to appraise even the 
limited performance permitted under present regulations and policies of the banking 
system as suppliers of capital for regional development in general and for small 
business in particular. 


92 Canada is rather unique in that its commercial banks have such large savings 
deposits. In the United States, for example, time deposits comprise only about one- 
quarter of total commercial bank deposits. About one-third of the savings in that 
country are in mutual savings banks rather than in commercial banks. Statistics 
suggest that a large part of Canadian savings deposits might be termed "inactive" 
from the depositor's viewpoint. The Bank of Canada statistics used to carry an esti- 
mate of ''active notice deposits" which comprised public notice deposits other than 
estimated quarterly minimum balances in personal savings accounts and non-personal 
notice deposits. At that time, it was estimated that roughly five-sixths of notice 
deposits were relatively inactive in respect of depositors' activity. 


LO: It would appear largely unnecessary for the Canadian chartered banks to carry 
securities of a highly liquid nature against the relatively inactive portion which, if we 
apply the five-sixths figure to current personal savings account deposits of $7.8 
billion, amounts to some $6.5 billion. 


ihe If one deducts the total of long term credit items granted under such acts as the 
Farm Loan Act, the National Housing Act and the Small Business Loans Act and similar 
arrangements and also the 15 percent liquidity reserve from the $6.5 billion odd of 
savings the longer term use of which depositors show no great disposition to discourage, 
there remains something in the neighbourhood of $4 billion in these savings deposits 
quite reasonably available for longer term lending. It is suggested that some greater 
part of these funds might be segregated and used in part at least for long term invest- 
ment in municipal and school debentures. While many of the medium sized and larger 
cities have no difficulty in marketing their debentures, it has been long recognized in 
Canada that the small and less well known municipalities experience varying degrees 

of difficulty. It is not that these communities are poor risks, but rather that the 
ordinary channels for financing municipal and school district debentures are not geared 
to process their relatively small and often unknown issues. 


12. According to the 1961 Annual Report of the Bank of Canada, the estimated net 
increase in outstanding securities of municipal governments amounted to some $252 
million in 1961. The proportion borrowed by smaller centres would not be overwhelming, 
we suggest. While we acknowledge the part that banks play as members of purchasing 
groups for municipal securities, it could be suggested that the banks would not only be doing 
themselves a service through investing in these relatively safe, high yield securities, but 
would also be assisting Canada in expanding necessary municipal social capital: The 
method of uniform annual payment covering principal and interest ~- the means frequently 
usedin issuing municipal and school debentures -- is ideal for investment from a re- 
volving fund, which the commercial banks would no doubt prefer, since they wouldbe left 
free to expandor contract the amount allocated to this municipal loan purpose. If the 
Federal Government were to undertake to give a guarantee of the type given under the Farm 
Improvement Loan Act, it is possible that an agreement could be worked out whereby 
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3 the Provinces would join the Federal Government in standing behind the guarantee, or 
by undertaking to arrange for "withholding" or "trusteeship" agreements such as are 
presently in effect on most Manitoba school securities, 


13. If individual banks were to feel that the setting up of sections to handle municipal 
5 and school financing would involve disproportionate cost, they might well look into the 
possibility of forming, perhaps with a group of insurance companies, what is known in 
6 the United Kingdom as a consortium. Under such an arrangement the bank members 
of the consortium might take up the portions of the debentures issues which are of 
shorter duration while the insurance companies might acquire the longer maturities. 
7 An advantage of the consortium arrangement would be that regional staffs might be 
established to become expert on regional problems. The banks could thus gain that 

8 degree of specialization, the lack of which at the present time tends to hamper the 
marketing of these small issues. With staff specialization, this very smallness of 

9 issue would become an advantage through the distribution of risk. 


14. The consortium type of association is, of course, transitory and resembles the 
syndicate type of arrangement in which Canadian chartered banks now take part from 
time to time. However, we would envisage the formation of something ofa more 

11|| permanent nature so that there would be the staff advantages suggested. There exist 
in the United Kingdom two financial organizations which are permanent in nature and 
12 based on the consortium principle. Mention of these will be made at a later point. 
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CHAPTER V - THE BANK OF CANADA 


ri It is not our purpose to attempt to inform the Commissioners of the technical 
workings of the Bank of Canada. Of these they will be well aware. Our purpose is to 
indicate the manner in which the operations of the Bank may affect the development of 
this Province. We will suggest some ways and means by which we believe a degree of 
improvement can be attained. 


sip Essentially the Bank has two main purposes, the influencing of the economy 
through its function as the controller of the monetary system and as the fiscal agent of 
the Government of Canada. Both functions have important economic consequences for 
Provincial entities. : 


Ns Insofar as control of the monetary system is concerned, the activities of the 
Bank have been directed toward the attainment of a high, broad national level of 
activity. We would not argue that this is not reasonable and desirable. The Bank is 
the creation of the Federal Parliament and is the principal monetary instrument of 

the national Government. Nevertheless, it is our view that the responsibility of the 
Bank should not be circumscribed, but that truly national purpose requires that it give 
proper weight to the varying needs of the component parts of the country. In short, the 
Bank should -- if it is to promote a sound national economy -- consider, not only the 
general average of national needs, but the conditions of those individual parts which go 
to make up the nation. 


4. We are aware, of course, that adequate attention to regional considerations -- 

apart from the use of moral suasion by the Bank of Canada -- would necessitate a re- 
organization of not only central bank activities but also of the chartered banking system 
in Canada. The Bank of Canada, of course, does in some measure attempt to take 
regional requirements into consideration in discharging its national functions. It 
maintains regional offices and its Board of Governors consists of regional representa- 
tives. It is our view, however, that some further degree of decentralization of central 
bank activities is worthy of consideration and that provision could be made for a more 

effective means of ascertaining and acting upon regional requirements. We are certain 

that, in this regard, the Commission will be examining the operation of the federal 

reserve bank districts in the United States. 


5. Since the British North America Act imposes such broad responsibilities for the 
development of the resources of the individual Provinces upon the Provincial Govern- 
ments, without corollary benefits of financial control, it would appear to be appropriate 
that some degree of effective financial influence should be entrusted to representatives 
in the region. Clearly this influence should be subordinated to the central necessities 
of monetary organization and management, but it should be possible for regional needs 
to be more adequately reflected in national decisions. 


6. We note that the regional federal reserve banks in the United States are subor- 
dinate to the Board of Governors of the Federal Reserve System, but they have the 
right to establish their own discount rates and elect members to the Board of Governors 
of the system. They also engage in extensive regional economic research both to 
guide their own policies and those of their members and to inform the Board of 
Governors of their special regional needs and problems. 


tb The problems of regional variations of monetary policy in any national state 
are recognized to be difficult ones, But it is our view that these have not received 
sufficient attention in Canada. It has been all too easy to be content with the statement 
that monetary policy is a blunt instrument, rather than make any positive attempt to 
find improvements, if not in the policy itself, at least in the related fields that are 
subject to regional discretion and control. If we are ever to overcome the unsatis- 
factory variances in economic activity in the different parts of Canada we must be 
prepared to accept measures that are not perfect, but which are at least measures 
that move toward the goal of more equitable and balanced regional distribution of 


Canada's economic wealth. 


8. No one would dispute that, within the business framework, there are different ; 
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| intensities of demand at different times. No banker would consider it reasonable to 
apply the same criteria to every customer who sought his assistance. It is no less 

9 || true that, in the different context of monetary policy, one approach for the whole 

country is going to be right for some regions and very wrong for others. It is, in our 

4|| opinion, not too much to ask that a more concerted attempt be made to develop a work- 

able system of regional application so that our central policy may be implemented in a 

5 more pliable way and thus more consistently with the varying economic demands of the 

country's different economic regions. We commend this to the Commission as a sub- 
ject for further active study. 


HIS The secondary function of the Bank of Canada is to act as the fiscal agent of the 
7 || Government of Canada. This very comprehensive activity extends throughout a sub- 
stantial area of financial management, so that, in fact, the Department of Finance has 
8 now a rather subsidiary part in an important sector of this increasingly vital area of 
Federal Government finance. It is interesting to note that the Bank is also empowered 
to act as fiscal agent for the Provinces but has never as yet been willing to assume 

9|| this role. 


10) 10. While this identity with the central government in itself may seem a logical 

and unobjectionable aspect of the central bank's operations -- one that is found in the 
11 practice of the Bank of England -- there is one basic point to which consideration 
should be given. The Bank of Canada at present is acting for one government in a 
federal state of eleven governments, each sovereign in its own field. The Bank's 
12 activities in such circumstances are unavoidably directed to the advantage of its princi- 
pal. For this reason there has been, in our view, a noticeable tendency for the functions 
13|| of the Bank as the central monetary authority to be correlated with its functions as the 
fiscal agent of the central government, regardless of how this affected the ten other 
14|| authorities that comprise the over-all government of Canada. This is not to say that 
such single-mindedness would not exist in the Department of Finance if it held control 
of its own financing operations, but there would be an opportunity to condition the 
15 emphasis through an independent position of the central bank. 


16] 11." We do not argue here that the Bank of Canada's fiscal efforts necessarily have 
been wrong, inefficient or deliberately harmful to the Provinces. But itis a frequently 
17 || accepted fact in financial circles that the Bank of Canada's interests have inevitably 
extended almost exclusively to the benefit of the Government of Canada without any 

| particular weighing of the sometimes conflicting interest of the Provinces and their 
municipalities. Of late this condition has been mitigated by some apparently greater 
consideration for Provincial interests, but the practical relief has been minor and may 


19| well be transitory. 


20 || 12. It would seem essential that the Bank of Canada do either of two things. It must 
broaden its activities so that its fiscal operations embrace the whole field of Canadian 
governmental finance, without prejudice, or it must withdraw from activity associated 
with fiscal agency and confine its activities in relation to the management of the 

economy to operations in the monetary and banking system where some wider measures 
22 of control, involving credit agencies beyond the formal banking system, may be required. 


23) 13. While the Province of Manitoba would be quite willing to have a much closer 
relationship with the central bank than is now possible, it does not seem likely, in 
view of past history, that this would be generally acceptable. Under these circum- 


“ stances, it is our opinion that the Bank of Canada should relinquish its position as 
fiscal agent of the central government, at least insofar as open market dealings are 
25 concerned, and that this function should be returned to the Department of Finance. In 


this way the Provinces would be placed on an equal basis in the money markets, within 
26 | the limits of their respective credit standings. As it is now, the Provinces find them- 
- gelves involved in a purely secondary financial and fiscal operational role vis-a-vis 
7 | the central authorities. The assumption by the Bank of Canada of the position of a 
disinterested arbiter in the field of public finance, would, we believe, be to the great 


| advantage of the country as a whole. 
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CHAPTER VI - THE SPECIALIZED AGENCIES OF DEVELOPMENT 


Le The Industrial Development Bank, organized in 1944, has moved from its 
original concept as a source of medium and long term funds primarily for manufac- 
turing firms, to an organizational role designed to fill the needs of all types of business 
enterprise for a variety of capital purposes. The growth of the Industrial Development 
Bank has confirmed the existence of the gap in capital financing which it was designed 
to help fill and the response to the recently broadened terms of its operations is further 


evidence that certain sectors of the business community are still frustrated by problems 
of capital financing. 


2. This in turn indicates a need for further extension in the Industrial Develop- 
ment Bank's approach. It is suggested, for example, that the industrial development 
agency should put its prime emphasis on economic development and not on banking. A 
review of loan approval by the Industrial Development Bank in the period 1956 - 1961 
and the money availability during each year indicates -- in examining the year to year 
changes and their relationship to alternative periods of easy and tight money, and to 

the demand for funds over the business cycle -- that the Industrial Development Bank 
may to some extent have been regarded as an arm of monetary policy rather than 
primarily as an agent of industrial development. Such conflict between the interests of 
monetary policy and industrial development must be reconciled if the Industrial Develop- 
ment Bank is to be of optimum efficiency in achieving its developmental objectives. The 
activities of the development banking agency assume major importance during a period 
of tight money and it is difficult to justify any curtailment of these operations during 
such periods. If it is determined that it may be regarded by its parent, the Bank of 
Canada, as an agent or arm of monetary policy then a revision in policy is required, 
perhaps to the point of a structural separation of the two agencies. 


3. A second suggestion concerning the Industrial Development Bank involves the 
need for the identification of the Bank's branches with the special interests of the 
regions and the Provinces in which they are situated. In common with many other 
financial institutions, the Industrial Development Bank seems to suffer from the afore- 
mentioned "branch-office" climate. By this, we mean that the personnel in regional 
offices tend, of necessity, to regard their activities as of a branch operation type, 
directed from the centre with uncertain local influence on judgment or policy. 


4, While the Industrial Development Bank has generally allocated its funds fairly 
among the regional areas in Canada, there is not that maximum of decentralization of 
decision-making necessary to make the allocation fully effective. There is a need for 
more flexibility in order that the regional offices may identify more closely with local 
needs and special problems. As we have stressed, each region has unique character- 
istics which cannot be equitably met by a national set of rules. The regional offices of 
the Industrial Development Bank should play an integral part in the provincial and 
regional industrial development programmes and should integrate with the programmes 
of the agencies and the business communities in each area, 


5. A third suggestion to the Commission is that the role of the Industrial Develop- 
ment Bank should be reviewed in relation to the various provincial industrial develop- 
ment agencies which have been established. The Manitoba Development Fund and the 
Community Development Corporations in this Province have indicated that the gap - 
between the supply institutions and the firms seeking funds is wide and that new insti- 
tutions and changed terms of reference for the institutions already in the field are 
required. The Commission might wish to survey this gap and perhaps suggest added 
terms of reference for the Industrial Development Bank and other agencies. Further- 
more, the Industrial Development Bank, as the senior and most affluent of the 
specialized development financing agencies, should carry out a continuing scrutiny of 
the business sectors in co-operation with the other Federal and Provincial industrial 
development and development financing agencies, to ensure that, through direct action 
or assistance to these other agencies, the needs of business are met so as to foster 
the optimum development of each region of the country. Another way in which the 
Industrial Development Bank might assist the provincial lending agencies and industrial 
development agencies is through establishing access to the research studies which are 
carried out by the Industrial Development Bank head office and branch office staff. 


The release of these reports would save extensive duplication of effort and would lead 
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to the development of more effective research techniques. The industry-wide and 
general feasibility studies could be exchanged without breach of confidence and the 
reports on specific projects could be exchanged on a confidential basis by the loan 
agencies as responsible credit sources. 


c. In summary, it is our opinion that the Industrial Development Bank, as a pioneer 
in filling the gap between traditional suppliers of capital and business enterprise seeking 
capital, has performed a most useful function. But much still remains to be done if 
such economic growth is to take place in Canada as will achieve optimum utilization of 
our natural and human resources. We require every aid to the strength and stability 

of a balanced regional growth. The Industrial Development Bank should function as an 
agent for industrial development and not as an arm of monetary policy if it is to per- 
form its role most effectively. Furthermore, the Industrial Development Bank should 
operate not as a series of branches governed by an eastern head office but rather as a 
federation of nationally sponsored regional agencies. Finally, the role of the Industrial 
Development Bank as a national industrial development institution should be altered to 
make possible direct co-operation with the provincial and community industrial develop- 
ment funds. 


{e The Manitoba Development Fund was established in 1958 because it was felt that 
many potentially profitable business operations were hampered or prevented from 
successful operations because of a lack of capital. In its 3 1/2 years of operation, the 
Fund has approved and extended loans of approximately $10 million to all types of 
manufacturing and processing operations as well as to tourist operations. Over two- 
thirds of the loans are in rural Manitoba, indicating the particular needs of rural 
industry. The experience of the Manitoba Development Fund has indicated that many 
sound small business loan opportunities exist and that without such special institutions, 
many small firms could never have been established. 


8. A provincial loan agency such as the Manitoba Development Fund can perform a 
valuable function since it is close to the needs and operations of the local business 
community. It has both direct and indirect benefits of economic development foremost 
in view. In having a regional board of directors, it can make rapid decisions with 
immediate knowledge of the factors involved. A further advantage of such agencies is 
that since they are seeking the benefits of employment and economic growth rather than 
return, above recovery, on investment, they tend to perform more extensive advisory 
services. Such agencies also have the advantage of being closely allied with the indus- 
trial promotion services of government. 


a: To make provincial agencies such as the Manitoba Development Fund more 
effective, the Federal Government, through the Industrial Development Bank, might 
participate in such proven agencies through the provision of equity or other capital. 

This step would greatly increase the effectiveness of such provincial agencies when it 

is recognized that they might also reach a stage at which they could sell their obligations 
in the normal credit markets or to local financial institutions which have an interest in 


the economic growth of the region. 


10. As one means of fostering the objective of economic diversification -- particularly 
in the rural areas -- the community development corporations were conceived in Manitob 
as self-help institutions. These agencies raise equity or other capitai locally. for the 
purpose of providing physical facilities for industrial firms. Assistance may be obtained 
from the Manitoba Development Fund on a loan basis for the purpose of a specific pro- 
ject. In addition to financial assistance, technical advice is sought from the Fund. 


11. Community development corporations are particularly effective in small com- 
munities of generally less than 5,000 population, They act to muster local capital -- 
normally diverted to national institutions for the benefit of other areas -- to be used 
for local development purposes. The funds raised locally have, to date, been used both 
for small business establishments of local entrepreneurs and for small firms attracted 
from outside the community. In those communities of more than 5,000 population, a 
new form of institution to parallel the community development corporation may be re- 
quired to supplement the efforts of the existing institutions. 


12 Perhaps what is needed in Canada is an organization along the lines of the 
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American Research and Development Corporation (A. R.D.) to provide risk capital. 
A.R.D. was incorporated on June 6, 1946, in Massachusetts. It is a closed-end non- 
diversified investment company of the management type. The company is a financial 
vehicle through which individuals and institutions may participate in a wide range of 
venture capital enterprise. The firm does not merely invest in the ordinary sense; 
rather it seeks to "create and develop" by taking calculated risks in selected companies 
which it believes have good possibilities, aiding them with both capital and management 
consultation. 


13. In 1945, two new financial organizations came into being in the United Kingdom 
which were designed to fill gaps which appeared to exist in the machinery for financing 
industry. The Finance Corporation for Industry is the larger of the two corporations 
and it caters to the financial requirements of larger firms. It was set up to assist in 
the development of projects of national importance which could not, for one reason or 
another, obtain the necessary financing through normal channels. Its capital is held 
in three equal parts by the Bank of England, the insurance companies and the invest- 
ment trusts. The Board of the Finance Corporation for Industry is assisted by an 
Industrial Advisory Panel which is representative of a wide range of industries and of 
labour. The minimum sum which the Finance Corporation for Industry will provide to 
any one borrower is £ 200,000 with sums below this figure being handled by the other 
financial organization set up in 1945 -- the Industrial and Commercial Finance 
Corporation. 


14. Basically, all that financing is meant to accomplish is the smooth transmission 
of money from those who have it to those who know how to use it. If financial institu- 
tions and instruments do not achieve this purpose, if new savings are continually 
channelled into portfolio securities or what one member of the Canadian Senate referred 
to as "the enterprise and vision of preceding generations", then it is obvious that our 
financial intermediaries are not performing their proper function and that renewed 
demands for massive monetary injections by the Federal Government and central bank 
will not solve the structural causes of stagnation and unemployment. 


15. Encouragement of new firms today is impeded by the structure of our financial 
institutions. Normal growth requires permanent or long term capital. Our banking 
institutions on the whole handle the demands for working capital and our investment 
community provides access to capital markets at reasonable cost for large amounts. 
But at the intermediate range, precisely at the point where new firms may enter into 
optimum growth, the sources of funds are relatively few and generally inadequate. 

We must be concerned with the continued investment of Canadian savings as the basis 
of development. Savings must be more readily enabled to serve an equity position or 
to provide long term funds in support of new firms and ventures. This will provide the 


intermediate support now lacking. 


LO: We in Manitoba have recognized another special need of our own economic 
community with the establishment of the Agricultural Credit Corporation. Since the 
1940's there has been a shrinkage in the amount of long term credit available for 
farmers. Mortgage companies, insurance companies, and private lenders have been 
able to find more attractive outlets. Housing, heavy construction, and industry have 
drained the capital available. The Canadian Farm Loan Board did not prove adequate. 
For a short period after World War II, the Veterans' Land Act took up some of the 
slack but covered only about ten percent of the farming people ~~ a specific group 


within the agricultural community. 


agriculture has, over the past fifteen years, as a result of 
ed to modern farming and the added costs in that connection, 
made it more and more imperative that there be some source of long term credit 
available to farmers. It was felt that such credit should be available, Siewthys to the 
young generation of farmers who will be taking over from their parents. Sons of 
farmers wishing to be established as farmers, and farmers already or partly esta- 
blished, require capital to enable them to become properly and soundly based on an 
economic family farm unit. The Manitoba Agricultural Credit Corporation was esta- 


blished early in 1959 to administer to this special situation. 


aT. A rapidly changing 
new technology being appli 
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18. The Corporation has worked closely with the banks in establishing the credit 
rating of applicants and in creating sufficient credit to develop a sound economic unit. 
This applies especially to areas where bank managers have been stationed in the same 


region or locality for a number of years and are well acquainted with the farmers and 
their problems. 


19. A brief study of credit facilities in North Dakota and Minnesota was made by the 
Corporation last fall. It was found that many of the banks in that area were employing 
agricultural graduates to handle their agricultural loans. Reports received indicated 
that each year more banks were initiating this practice. If this system is proving a 
success in the United States, it should be worthy of consideration in this country. 


20. There are indications that in many cases there is now reasonably adequate credit 
available to agriculture. The problem is to ensure that this credit is put to its best 
possible use. The farmer must be an efficient, well-informed manager and the suppliers 
of credit must be able to give him sound advice. The study of credit facilities in North 
Dakota showed how assistance in this direction could be considered. In recent years 
livestock meetings have been held in the fall, preferably in livestock auction markets 
where different types of cattle would be on hand. All the main suppliers of credit and 
livestock extension personnel are invited to panel discussions with the potential 
borrowers. The officials in North Dakota believe these meetings have increased the 
availability of credit as both the farmer and the supplier have come to know more about 
each other's business and the problems involved. 


21. There is one important exception to the statement on the general adequacy of 

present credit supplies. The amount, terms and conditions of intermediate term ! 
credit available for the livestock farmer is inadequate. This shortcoming can well ) 
retard the growth of our livestock industry -- the brightest area for increased farm 
production -- unless we improve the situation. It should not be too much to hope that 
an answer can be found through a closer liaison and co-operation between the Federal 
and Provincial Departments of Agriculture and the financial community. 


22. We have used the operations of the Manitoba Agricultural Credit Corporation as 
a Manitoban example to indicate how a specialized public developmental agency can 
foster activity in a specific sector of the private economy. It is an object worthy of 
consideration in other sectors, we feel, but there are very real limits to the Province's 


financial abilities in this regard. 


23. The federal agencies specializing in the supply or promotion of developmental 
capital also follow the precept that the financing of economic growth by government 
agencies is intended to supplement -- not to compete with -- the various private 
institutions. In most instances, the routine financing operation is performed by the 
chartered banks, life insurance companies and other institutions, with government 
acting as a guarantor or insurer of funds advanced from private sources. As a con- 
sequence, government developmental financing policy in the federal area is guided to a 
large degree by the policies of the private institutions. We have already noted that the 
latter have not yet adjusted their policies sufficiently to take care of Manitoba's needs 


for capital. 


24. The Central Mortgage and Housing Corporation, the Export Credits Insurance 
Corporation, the Small Business Branch of the Department of Trade and Commerce, 
the Farm Credit Corporation, the Farm Improvement Loans Division of the Department 
of Finance, and the Depreciation Certification Division of the Departmen, of Trade and 
Commerce all fulfill specialized roles in the organization of financial support for pri- 
vate economic activity, largely based on private funds with public underwriting or 
direction in some degree. Each has carried out a useful and needed function in the 
promotion of private enterprise and initiative. But all in all, the combined effect has 


left much to be done. 
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CHAPTER VII = CREDIT POLICIES REQUIRED FOR BALANCED 
REGIONAL DEVELOPMENT 


ls The days when the development of an area could depend upon the will and labour 
of adventuresome individuals are, unfortunately, not ours. Development now must 
depend for success largely on many skilled entrepreneurs and adequately organized 
amounts of venture capital. While to an important extent the availability of funds will 
depend on broadly applicable credit policies, there are many local factors which may 
exert important influences on availability. These should have our particular considera- 
tion in a context of regional economics. 


2. The credit requirements of a relatively undeveloped area are both different and 
more demanding of special attention than those of a capital intensive sector. The induce 
ment of southern Ontario will not be found in rural Manitoba, and even in Greater 
Winnipeg there are basic differences in need and opportunity for capital investment when 
compared to the Ontario industrial complex. Although the compensating factors may be 
there for the seeking, Manitoba can not now compete on the same terms with Ontario 
for developmental or risk capital. It seems clear, therefore, that no one credit policy 
is going to be wholly satisfactory in every part of the country at all times. Restraint 
that may be necessary in a booming economy in one region may put an unfair and addi- 
tional burden on business in an area where economic activity is not at an acceptable 
peak. To the extent that these views can be taken as valid conclusions, there would 
seem to be a reasonable argument for some greater flexibility in our credit system. 


3. While this may lead logically to a conclusion that we espouse regional monetary 
policies, we are frank to say that we do not know of an effective way in which these can 
be created. Unavoidably, if reluctantly, we come to the conclusion that any action of 
significance -- for the immediate future -- must be channelled through the control of 
credit policies. Such controls could be specifically adjusted, however, to particular 
demands or needs. 


4, The idea of direct economic controls in peace-time is not widely popular in 
Canada. Perhaps it is possible to achieve much of what we consider necessary through 
persuasion rather than through law. For example, a differentiation of interest rates 

by area would be a possible approach. The banking system is at present limited in its 
operations by the statutory ceiling of 6 percent for interest. This interest rate variation 
would be difficult to devise and more difficult to control. It is one approach, however, 


that must be considered. 


5. More practicable, perhaps, would be a pre-determined policy for lending insti- 
tutions whereby excess activity in one area could be dampened while at the same time 
activity in another sector could be actively stimulated. Such an approach would prob- 
ably call for co-operative action and some changes in administrative and policy 
approach would undoubtedly be required of participating institutions. The difficulties 
that might be encountered through attempts at co-operative control might well seem 
lesser evils than the devil-take-the-hindmost philosophy of our present system. 


6. One aspect of the developmental financing situation that has to be fully 
appreciated is that the local pools of small capital which not too many years ago could 
be relied upon to support enterprise are no longer as readily available. It is not long 
since every man of any substance was seriously concerned with accumulating a fund of 
his own for his days of retirement. These funds were available for investment on a 


local basis. 


1a But this situation no longer holds to the same extent. At least, the pools do 

not tend to remain as localized. The total of investment capital may well have expanded 
greatly, but we believe that the residual part still in private hands is not big enough to 
overcome by its own weight the diversion of local investment funds into institutional 
hands and into national channels. It is a matter that must be given attention in view of 
the resulting emphasis on the part that institutions and other group investors play in 

the country's development. We have, through the community development corporations, 
proved that the local reserves of capital are still available -- but only when a positive 
effort is made to organize and focus their potential on the indigenous community 


enterprise. 
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8. Over the longer term, the main lending institutions which now control so much 
of investment capital should be encouraged to appreciate their responsibilities in the 
matter of economic development. The security consciousness of the institutional 
investor is understandable and necessary, and is in fact encouraged by law, but there 
does seem to be good reason to suggest that some greater weight should be given to 
the needs of smaller enterprise struggling for recognition and success. It is too easy 
to continue to support established enterprise in the larger centres of economic 
activity. Perhaps formal acknowledgement could be given in the application of insti- 
tutional funds to having some predetermined percentage of the total pool committed 
to these smaller risk-taking ventures. Individual responsibility may be insufficient 
in this task and we may find that the development of some co-operative means is 
necessary. This should not be beyond our collective ingenuity. 


a The alternative to some greater flexilibity in the private sector involves 

direct governmental intervention in the credit aspects of development. Here the 
problems and the solutions are more direct for governments have a primary interest -- 
and often a basic responsibility -- in the correction of regional imbalance. As we 

have noted, the investment instrument of the Bank of Canada -- the Industrial Develop- 
ment Bank -- has made some limited attempts at variation in policy emphasis over 
different parts of the country in line with regional developmental needs. Whether this 
has been sufficient is another matter. 


1tVe The part of provincial governments has been of greater emphasis. Through 
various agencies and in a variety of ways, funds have been supplied where normal 
lending institutions held aloof. It may be inevitable that the Provinces should become 
involved in regional credit policy creation in this way. But public responsibility for 

the overall creation of credit necessary to finance this country's growth is fundamentally 
that of the Government of Canada and of the financial institutions it establishes. 


AG UR It would seem apparent, from the increasing activities of provincial credit 

authorities, that the funds available for legitimate demands for credit are not being | 
properly distributed. We have given much emphasis in this respect. It is logical to 
assume that a greater attention to regional needs by the ordinary financing and banking 
media would leave the provincial governments responsible only for the marginal enter- 
prises -- which would be more properly their role. 


12. We have on previous occasions referred to the problem of attracting a sufficient 
volume of savings into investments in provincial and municipal securities at reasonable 


rates of interest. 


13. It is generally conceded that much of the increased burden of public improve- 
ments has fallen on the provinces and their municipalities. We have looked at the 
methods employed in the United States in our efforts to reach an answer to this need. 
There, income tax exemption of state and municipal securities is enjoyed as a con- 
stitutional privilege and the effects have been quite startling. In Canada it would be 


a matter for Federal-Provincial co-operation. 


14 There are certain obvious disadvantages to this proposal, but we think that the 
need for large amounts of social capital, particularly in the smaller local jurisdictions, 
merits a good deal more serious consideration of the idea than has been given it in 


Canada to date. 


15. We are not alone in this view. In 1958, the President of the Royal Bank of 
Canada, the later Mr. James Muir, in his Annual Report, gave support to the idea as 
did the Supervisor of Investments of the Bank of Nova Scotia in October, 1959, at the 
Annual Conference of the Institute of Public Administration of'Canada. We recognize, 
as they did, the difficulties, and we do not urge indiseriminate use of the device. But 
we do feel that the end results would justify further consideration of its value in pro- 
viding funds for schools, hospitals, universities, sewerage and water systems, roads 


and other forms of essential works. 


sible alternative or supplement to the latter proposal, we have also 
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in the Income Tax Act of Canada, to similarly restricted classes of provincial and 
municipal securities. We acknowledge that this originally was a means of off-setting 
some measure of double taxation of income earned from corporation profits. Actually, 
we suspect that the main purpose has been to encourage investment in Canadian 
equities. Therefore, if we accept that a basic purpose of the "dividend credit" has 
been to encourage investment in Canadian growth, we should have no real difficulty in 
accepting the logic of its extension into the field of provincial and municipal investment. 


17. The idea of regional taxation differentiation for stimulation of development has 
not been well received by the Federal Government in the past, but there seem to be 
good reasons why the effect of fiscal policy in regional development should now be 
given greater attention. It has become accepted practice, in the Federal tax system, 
to give special concessions to resource industries -- for example, mining. There 
seems to be nothing illogical or impracticable in similar concessions to new industries 
in areas where development must be encouraged. Recovery of initial investment is 
important in both instances, and a tax-free period such as that granted to mines might 
be an important influence in broadening our industrial base. We suggest this approach 
as one that can be usefully explored. 


18. While we have attempted to confine our remarks to the banking and financial 
aspects of the problem, it is not possible to neglect fiscal policy as an element in the 
problems that we face. One cannot be unimpressed by the rising concern in this 
country as to the unco-ordinated growth of our systems of taxation. While each tax in 
itself may usefully serve a purpose through its contribution to the provision of neces- 
sary public services, we do not seem to have any real knowledge of the overall 
economic effect of the various tax systems when taken in their total effect. 


os It is not enough for each government to concern itself only with its own financial 
needs. It must look to the effect of its policies on the economic life of the country, not 
in isolation, but as part of the fiscal system prevailing for the nation as a whole. These 
policies unavoidably are closely influenced by and linked to the activities of other govern- 
ments. With the formal controls which prevailed over much of the Canadian tax struc- 
ture now removed with the end of the tax rental agreements, it is more important than 
ever that we should give increasing attention to the co-ordination and co-operation 
necessary to stimulate and maintain the highest possible level of economic activity. 


20. As we noted earlier in this submission, it may well be that the Commission will 
consider that the problems of taxation policy in Canada are beyond the scope of its 
responsiblities. If that is so, we can only urge that influence be exerted in drawing to 
the attention of all concerned the growing urgency of the need for a detailed examination 
of this whole question in the context of our present and future economic problems. 


21, We believe that, before fundamental alterations in the financial and credit 
structure should be undertaken, there must be a thorough review of our entire fiscal 
structure. Without reference to the fiscal framework these changes could be irre- 


sponsible and without ultimate effect. 
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If capital funds are to be employed most effectively to promote growth of specific 

4 enterprise and the sound development of the regional economy, we must first overcome 
a general lack of regionally focussed economic, marketing and organizational research. 

5 2. In the more highly developed and industrialized areas of Canada much research 
8 generally carried out by established business enterprise, by independent private 
consultants who work on a retainer or fee basis, by a wide variety of financial institu- 
tions and by the larger scale of governmental department and agency programme that 

7 a wealthier community can better support. In our region, these research facilities are 
Inot fully available locally. The small and medium sized enterprises characteristic of 

8 he region do not possess the means to provide these services. 


Se Greater participation by national and institutional bodies in market research, 
9 product and technical research and financial analysis could reduce the exploratory 
costs for small-scale business. Where the distances make freight and shipping prob- 
10 llems so critical, accurate appraisal of markets can be essential to the success of a 
mew enterprise. If small business is to be successful in the use of new capital, such 
11 esearch and advisory assistance must be provided to a degree which conventional 
financing institutions do not at present offer. 
i 4. Traditionally, the financial and investment institutions in Canada have been 
passive in respect to.regional industrial development. For example, although the 
13 ommercial banks and the Industrial Development Bank have research sections or 
departments, in every case these are located in central Canada at or near the head 
14 \office of the particular institution. Most of the research done by such institutions is 
ery general and is geared to the central region. Even less information is actually 
|made public. Most commercial banks and related institutions do have what are termed ) 
business development officers, but for the most part these officials work in the public 
relations field. | 
16 | 
D. We would draw the attention of the Commissioners to the research and develop- ia 
17 |ment role of Federal Reserve Banks and commercial banks in many parts of the United 
States. Each Federal Reserve Bank, we understand, has a large research staff, some 
18 of whom work on aspects of urban and rural economic research and on matters relating 
o the general economic development of the region concerned. This information of a 
public service nature may not be of direct interest to the banks themselves, but it is of 
19 interest to entrepreneurs hoping to locate plants or expand operations in the area. 
Assistance is provided in locating executive manpower, technicians and specialists. 
20 |Market studies and information in the bank's research library are made available. 
Information on suppliers and business contacts in other cities or states can be located 
24 |through the banks. General advice on underwriting procedures is available. Assistance 
in setting up unusual payment or credit instruments for special situations is provided. 
ounsel on the selection of accounting and other professional service firms is offered. 
22 nder the American unit banking system, such assistance is concentrated on developing 


specific localities and regions. 


23 


5. We would suggest that Canadian financial and monetary institutions concentrate 
24 |much more than they have in the past on specific regionally - and firm-oriented develop- 
ent research. This work could be re-inforced by regionally oriented data supplied by 
he Bank of Canada or the Industrial Development Bank. 


25 


; It has also become evident that there is a need for co-ordination and exchange 
26 of data and information. All Provincial and Federal bodies and institutions nave a 

ibility here. At the present time, the main governmental responsibility for 
27 acces: 1 Sie tedannt rests with the agencies of the Provincial Government, but access 

a of Federal agencies could lend far more efficiency. In short, for any attack 

the financial and related aspects of our present development problems, we must 

28 Pere, k of reliable and usefully compiled information. We have become criti- 
anne, ps vv nate say far too little with respect to the exact dimensions of our 
Aetll de 1aidnch we are fully cognizant of their general nature and seriousness. 
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8. There is a lack of understanding generally as to the value and meaning of such 
information as may now be available. We would hope that as new data were acquired 
that these would be made widely known so that all interested bodies could act upon the 
sound foundation of accurate and mutually held knowledge. Finally, we suggest that 
there is a need for greater use of special administrative and organizational techniques 
now applicable in conjunction with data-processing and other quantitative information 
handling equipment. This last is often well beyond the means of small individual 
economic units. We should like to see a pooling of the national and regional informa- 
tion resources to make available to the smaller units the basic data applicable to their 
own regions. This would give regional focus to the best techniques for acquiring new 
economic, business and administrative information and the skill based thereon. 


the Knowledge is surely the key here as in so many other areas. We cannot assume 
that it will automatically become available. It must be organized -- by all interested 
elements in the community and not merely by Government and the larger units of enter- 
prise. We have found that the virtues of self-help are too often lost sight of. We also 
know that a particular difficulty for a developing economy is that there is little reserve 
to cover false starts. We cannot afford inefficient use of those financial, material and 
human resources available. Knowledge, as we see it, is the answer -- knowledge 
verified by research, organized for understanding, and properly disseminated for 
maximum effect. 


10. The effective treatment of our various economic and financial problems will not 
come easily. It will require the utmost in co-operative effort not only between govern- 
ments but between the public and private sectors as well. We have suggested on other 
occasions the establishment of a National Economic Advisory Council on a joint 
Federal-Provincial basis. As we see it, the prime function of such a body would be to 
establish immediately a national committee on a continuing basis with the responsibility 
for advising the governments of Canada on the economic problems facing them and the 
possible methods available for dealing with these problems. It would not be an executive 
body that could in any way usurp the powers of government, but rather it would make 
available to all governments concurrently the best advice available from all sections of 
the community. 


EUS In some such manner, the knowledge we consider essential might be circulated 
and used in a more intelligent manner than would otherwise be possible. A National 
Economic Advisory Council would well be the 'middle-man" in the dissemination of 
information from source to those requiring information and technical knowledge beyond 
their immediate means. The framework of nationally focussed knowledge may well be 
a prerequisite to the optimum development of our financial machinery for regional 


growth. 


CONC LUSION: 


- This completes the presentation of the Government of the Province of Manitoba. 


While we have encompassed a fairly broad area of concern, we have limited our approach 


as far as possible to the implications of banking and financial policy for that region which 
is our direct responsibility. 


2. Although our approach has been di rected to the problems of a particular area, we 
have in no way argued for the dilution of our national status or character. Rather, it has 
been with the strengthening of these in mind that we have emphasized the need for the 
financial means to achieve a more balanced economic development of our country. 


a3 In the time available, we have been able to do no more, ‘nor, in fact, do we feel 
that, as a provincial jurisdiction, we should go beyond the area of our direct interests 


and responsibilities. 


Winnipeg 
April 9, 1962. 
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Summary and Conclusions 


A. In Canada the existence of a fluctuating exchange rate and the presence 
of a large capital market just across the border gives to monetary policy 

a key importance. A difference in the tightness of monetary control can 
produce differences in interest rates and the availability of funds which 
may cause substantial capital inflows and these capital movements may 

cause significant swings in the level of the exchange rate. 

B. In the period from 1958 to 1961 a significantly higher level of interest 
rates and a much greater overall degree of monetary restraint in Canada 
than in the United States caused an undesirably large volume of capital 
inflows. By keeping the value of the Canadian dollar at an excessively 
high level these capital inflows imposed literally enormous losses on the 
Canadian economy. The high value of our currency discouraged our export 
industries, made it difficult for many of our domestic industries to 
compete with imports and in general was a major cause of unemployment in 
Canada. Its cost includes not only the loss of several billions of dollars 
of gross nationa] product but also a large and unnecessary addition to 
Canada's foreign indebtedness. 

C. There is clear evidence that the major cause of the widening of interest 
differentials between Canada and the United States and the accompanying 
tightening of credit conditions in Canada was the conversion loan carried 
out by the government in the summer of 1958. By greatly extending the 
average term of the government debt held by the public this operation 
reduced the public's overall liquidity and thus strengthened its desire 

to hold additional cash. But except for a brief period in 1958 the Bank 

of Canada failed to provide the additional cash the public demanded and a 
sharp increase in Canadian interest rates followed. The whole operation 
casts doubt on the wisdom of trying to carry out monetary and debt 
management policies which diverge almost completely from those being 
pursued in the United States. 

D. Even today interest rates in Canada are at a much higher level relative 
to those in the United States than can be justified on any rational economic 


basis. In order to restore {nterest rates to more reasonable levels there 
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may be need for the Bank of Canada to act boldly and with ingenuity. If 
the Bank of Canada adopted a policy of being prepared to buy and sell 
bonds at some modest differential over the price of equivalent U.S. 
maturities it could soon bring down the level of interest rates in Canada. 
Moreover, such a policy might prove valuable as a method of avoiding in 
the future the large harmful capital inflows which Canada has experienced 
in recent years. 

E. There is also very clear evidence that Canada has been "living beyond 
her means" in recent years in the sense that she has been, indirectly, 
borrowing from other countries the funds required to finance the government's 
deficit. For during the past four years Canadian savings have been large 
enough to finance all but a very small part of Canada's capital investment. 
Indeed, if the Canadian people had been willing to tolerate government 
surpluses of the scale that were in effect from 1947 to 1952 Canada could 
have financed her entire post-war capital expenditure program without any 
net inflow of capital whatever. 

F. There have recently been suggestions that Canada should return to a 
fixed exchange rate. In evaluating this proposal it should be ee at ead 
that if a fixed exchange rate had been in effect during the capital spending 
boom from 1955 to 1957 it is very likely that a much greater amount of 
inflation would have occurred and Canada would have found herself when the 
boom was over with a seriously overvalued exchange rate and a need to seek 
the consent of the International Monetary Fund for a devaluation. Sucha 
result could have been avoided only by a much more restrictive fiscal policy 
and the use of a variety of controls to keep capital expenditure from 
becoming excessive. However, if the government had been prepared to limit 
capital expenditures by a combination of tax and other methods it could 
have prevented the serious distortions to the Canadian economy which 
developed during this period. 

Ge In my own view it would be desirable to retain some of the advantages 
of a flexible exchange rate but not rely on it to the extent we have done 
in the past. A compromise proposal would be for Canada to propose a fixed 
rate with the International Monetary Fund with the condition that our rate 


be free to vary within a certain range on either side of it. 
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H. It is abundantly clear that monetary policy, exehange rate policy, fisca 
policy and debt management policy are extremely closely lat at in Canada, 
Thus, it is essential to successful policy making that there be mutual trust 
and confidence between the government and the Governor of the Bank of Canada, 
It is clear that such mutual trust and confidence no longer existed by June 
of 1961 and the Governor of the Bank should have resigned. 

I. To prevent the recurrence of difficulties between the Bank of Canada 

and the government the Commission should give consideration to recommending 


the foilowing changes; 


(a) reducing the term of the Governor of the Bank of Canada from 5 to 7 years 


(b) making it possible for the government, in case of disagreement, to give 
specific directives to the Bank. 


(c) requiring that at least three members of the Board of Directors of the 
Bank of Canada should be professionally trained economists 


(d) requiring all senior staff members of the Bank of Canada to take a 
sabbatical year periodically in order to keep them abreast of the latest 
developments in economic theory 

(e) the establishment of National Economic Advisory Council. 

Je In order to strengthen competition among our financial institutions the 

Chartered Banks should be required to divest themselves completely of any 

interest they now hold in our major trust companies, and the Combines 

Investigation Act should be amended to make it apply to financial and other 

services. . 

Ke In order to reduce the extent to which our chartered banks, insurance 

companies and other major financial institutions restrict the flow of funds 

into equity and risk-taking channels the Commission should investigate care— 
fully methods of encouraging these institutions to invest a larger part of 


their funds in equities and in particular of providing equity type funds to 


small scale enterprises and to firms in smaller communities. 
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1. The structure of the Canadian economy and the existence of a fluctuating 


exchange rate gives to monetary policy a crucial role in our economy. Its 
role in Canada is much more important than it is in countries such as the 
United States and the United Kingdom who operate with fixed exchange rates 
and whose economies are less subject to the intense periodic pressures that 
beset the Canadian economy. 

2. The crucial role of monetary policy in Canada is evident from our 
experience during the last decade and particularly in the period since 1955. 
In this period Canada has experienced an investment boom centering around 
the development of a number of primary resources for export to foreign 
markets but also supported by the rapid growth of the domestic market. The 
Size of the investment program which developed in this period exceeded the 
private savings of Canadians so that in the absence of government savings 
in sufficient volume it Had to be financed partially from foreign sources. 
This meant that the Canadiats economy had to undergo what is called in 
economic parlance a mechanism of adjustment. The inflow of funds had to be 
matched by an inflow of goods and services and the Canadian economy had to 
adjust to this change. 

3. Canada's flexible exchange rate made it possible for her to achieve 
this adjustment with remarkable smoothness. This was particularly evident 
in the period from 1954 to 1957 when business capital expenditures increase 
rapidly from 18.6 percent of gross national product in 1954 to 24.8 percent 
in 1956 (see Table 1). In this period a moderately restrictive monetary 
policy was in effect and the money supply (defined as total deposits and 
currency excluding personal savings deposits) which had increased substan- 
tially during 1955 declined slightly in both 1956 and 1957. Under the impa 
of the sharp rise in investment expenditures and faced with a restrictive 
monetary policy in Canada some of the business firms and individuals who 
wished to carry out capital expenditures found themselves forced to borrow 
in the United States or in other foreign capital markets to obtain part of 
the funds they required. Some of these funds may have been spent directly 
on foreign machinery and equipment. But a large part of the funds were 
converted into Canadian dollars for expenditure in Canada. This greatly 
increased the demand for Canadian dollars in the foreign exchange market an 


helped to raise the value of the Canadian dollar from about par with the 
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1 
TABLE 1 
2 
The Ratio of Capital Formation and the Gurrent 
3 Account Deficit to Gross National Product, 


Canada, 1949 to 1960 


Busi ness Gross Total Busindss Current Total Wuatneas 
5 Fixed Capital Capital Forma- Account Caps Form. plus 
Formation tion Deficit Cihe Dattelt. 
eee a Tn eee een een 
6 (Percent of Gross National Product.) 
1949 18.6 18.9 x 1.0 19.9 
7 || 1950 18.6 Le, ~ 1,8 LoS 
1951 18.7 2361 a eae 2046 
8 1952 18.5 20,7 TN Plah 
L955 20.0 22 aS - 1.8 2045 
9 1954 BE ear 18.6 = a 16.9 
1955 ee 2053 =) e@ Lise 
10 1956 begs 24.8 — hel 20.4 
1957 230) Se, = heh 19.3 
11 1958 Sloe 19.8 ase 16.6 
1959 1s Joull 20.6 Se Fed 16.5 


Source: Dominion Bureau of Statistics, National. Accounts; Income and 


13 | Expenditure, 1926 to 1956 and 1960. 


nited States dollar in late 1955 to a premtuin of about 6 pa he in the 
utumn of 1957. The rise in the value of the Canadian dollar in turn 
ncouraged a large inflow of imports, discouraged or handicapped our export 
ndustries and thus helped produce the large deficit in our balance of 
ayments needed to convert the inflow of money capital into an equivalent 
nflow of goods and services. 

° However, in late 1957, the capital expenditure boom which had been 


arried to rather extraordinary levels by the chance combination of a number 


a 


f extremely large projects such as the Trans-Canada gas pipeline, the St. 


wrence Seaway, the oil boom in the west followiny, Suez and the urantum 


ontracts, began to slecken. In these circumstances it, would have been 
n the interests of the Canadian economy to have had the adjustment 
echanism work in reverse. If the capital inflows liad declined and this 
ad been accompanied by a decline in the value of the Canadian dollar, 
ich in turn might well have produced a reduction in our imports of 
oods and services and an increase in our exports, the Canadian economy 


uld have avoided a preat many undesirable consequences. Not only would 
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the level of unemployment have been lower, but the rate of economic growth 
would have been higher, a largely unnecessary addition to our foreign 
indebtedness would have been avoided and the deficit incurred by the 

federal government might have been much lower. 

56 In my view, the economic policy that was followed by the Canadian 
government during the period from late 1957 until the budget last June 

was unbelievably bad. This was not in any sense deliberate. It simply 
stemmed from a failure a recognize the underlying situation that faced the 
Canadian economy and a failure to take the steps needed to solve the problems 
it posed. Indeed, the policy pursued made matters worse rather than better. 
In large measure the economic policy followed during this period was one 
which combined a tight or restrictive monetary policy characterized by high 
interest rates with a loose fiscal policy which featured substantial 
government deficits. What was needed was a policy of monetary ease designed 
to reduce interest rates, discourage the capital inflow and reduce the value 
of the Canadian dollar. Such a policy would have helped divert expenditures 
in Canada from foreign to domestic producers and this together with the 
stimulation given to our export industries would have produced a much higher 
level of employment. At higher levels of employment, government tax yields 
would have been much larger and the size of the federal deficit smaller. 
Indeed, if the policy had been applied vigorously the federal deficit might 
have been eliminated entirely. Moreover, an entirely unnecessary addition 
to our external debt would have been avoided. And, the alternative combinatio 
of an easier monetary policy combined with a tighter fiscal policy would not 
have been any more inflationary than the policy followed. 

6. It is clear that the cost of Canada's failure to pursue the proper 
economic policy has been extremely high. An addition to our gross national 
product amounting to several billion dollars has been lost forever. Perhaps 
even more serious, the Canadian economy has been saddled unnecessarily with 
an addition to our foreign indebtedness which also runs to several billion 
dollars. 

he Clear evidence of the unsuitable nature of the economic policy in 
effect during this period is provided by the differential in interest rates 
between Canada and the United States (see Table 2). At a time when Canada's 


requirement for foreign funds was declining the differential between the 
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1 
2 TABLE 2. 
3 Interest Differentials on Government Securities, 
Canada and the United States, Selected Issues, 1955-1961. 
4 Cdn, 22 '67-68 Cdn. 32 179 Cdn. 32 '96-98 
U.S. 23 163-68 U.S. 3% '78-83 Wen, a re 
5} 1955 1 Ren. 38 
2 4 30 
6 3 ell 027 
4 43 o41 
7/1956 1 Aly 43 
2 9 46 
8 2 50 oA7 
4 259 54 68 
9) 1957 1 .78 iF .70 
2 87 a2 Py ei 
10 3 88 64 sic 
4 56 more goa 
11/1958 1 e170 «62 «79 
2 69 68 295 
12 S 28 oh6 8k 
4 48 2 o6 95 
13}, 1959 1 475 64 T.05 
2 -69 Pe ie) 98 
14 3 48 TOO Ibs 
4 -63 1.08 1,05 
15||}1960 1 ~oe 1.06 1.30 
2 258 9h 1,36 
16 3 he «eee Db ES 
L a0 Ly 1.30 
17,1961 1 *p 5) Teed 1.50 
2 My 12s 1.41 
18 5 Ak Ase weal 
4 22h 82 Log 
a 
19 
Data are averages of weekly yields. All differentials show rates or 
20 yields in Canada above those in the United States. 
Source: Statistical Summary: Bank of Canada. 
21 
22 
yield on long term government of Canada bonds and the yield on comparable 
23 


U.S. government securities actually widened. For example, the differential 


24 between the Canadian issue of 34's dated Oct. 1, 1979 and the U.S. issue 


25 | of 34's dated January 1978-83 which had been only .4 percent in 1956 and .63 
in 1957 was close to or above 1 percent from the middle of 1959 until late in 
1961. Even in December 1961 the differential was still .8, almost twice 

the differential that existed in 1956 when the capital boom was near its peak. 
28 this extraordinary and wholly unwarranted interest differential was 


29 |\undoubtedly an important factor in encouraging an inflow of capital funds 
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well in excess of the needs of the Canadian economy. Indeed, there can be 
little doubt that capital inflows in the period after 1957 imposed enormous 
losses on the Canadian economy. By keeping the value of the Canadian dollar 
at an undesirably high level they handicapped our export industries and 
imposed upon our domestic manufacturers a wholly undesirable and unnecessary 
amount of import competition, a competition which because of its duration 
and severity may well have imposed lasting harm on some of our industries. 
8. At one time I took the view that this widening of interest differen- 
tials reflected the fact that monetary policy in Canada was relatively 
tighter than it was in the United States. However, further study has 
convinced me that the primary and perhaps the sole cause of this widening 
of interest differentials was the conversion loan carried out by the 
government in the summer of 1958. The evidence that supports this view is 
given in Charts 1, 2, 3, and 4. The date on which these charts are 
based are given in the appendix to this brief in Tables Al and A2. 
9. Thus the data in Chart 1 shows the relation between interest rates 
land the ratio of money supply (bank deposits and currency in the hands of 
he public) to gross national product. Chart 2 shows a similar Pata lor & 
money supply concept which excludes personal savings deposits. It is evictant 
from these charts that the lower the ratio of money supply to gross 
mational product the higher the level of interest rates. But it is also 
evident that there was a sharp change in the underlying rélationship between 
hese two variables in the interval from the second to the fourth quarter 
of 1958. This was, of course, the period during which the conversion loan 
as carried out. It seems clear that one of the important effects of the 
onversion loan was to increase substantially the public's demand for cash. 
Individuals and financial institutions who were induced to exchange short 
erm securities for the much longer term and less liquid conversion loan 
ponds would naturally want to hold more cash in their portfolio to prevent 
serious decline in their liquidity position, This need not have resulted 
kn a serious rise in interest rates had the Bank of Canada been willing 
o allow a substantial increase in the money supply. But except for a 
short period during and immediately after the loan the Bank of Canada was 
ot willing to provide the basis for such an increase. Ry the third quarter 


f 1959 the ratio of money supply to gross national product was back near 
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the ratio in effect before the conversion was carried out and interest rates 


3 were more than one percentage point higher. 


4 10. It has sometimes been suggested that the rise in interest rates 

F during this period reflected a shift in investor preferences away from bonds 
and towards equities as a result of a fear of continued inflation and that 

6 


the higher interest rates in effect today contain a premium to offset an 
7 expected long term rise in the price level. If this view were correct cne 
8 would expect to find a similar development in the United States. Yet the 
data in Charts 3 and 4 give only very limited support to this thesis. 
There is some evidence in Chart 4 that from the third quarter of 1958 until 
10 the fourth quarter of 1959 interest rates in the United States were slightly 
11 higher than the past relationship between money supply and national income 
would have led one to expect. But the rise is much smaller than occurred 
in Canada and by late 1960 it had disappeared entirely. Thus, it seems clear 
from the above evidence that the major reason for the much sharper rise in 
14] interest rates in Canada than in the United States was the conversion loan 
15 carried out by the Canadian government in the summer of 1958. As a result of 


the conversion operation the average maturity of the federal debt in the 


16 

hands of the Canadian public increased from 8 years on June 30,| 1958 toplh 
17 

years and 9 months on September 30, 1958. 
18 bas The contrast between the maturity structure of the national debt in 


19 the United States and Canada is particularly striking. As of June 1961 the 
average maturity of the marketable public debt in the United States had 
fallen to years and 4 months whereas the maturity of the Canadian debt 

at the same date was 9 years and 6 months. Further, in respect to the 

22|| marketable public debt in the hands of the public (outside of the banking 


system and government investment accounts), in Canada some 53 percent of the 


23 

total amount held consisted of maturities of 10 years or over whereas 
24 

only 39 percent was in maturities of 5 years or less. In contrast, in the 
25 


United States, only 17 percent of the debt held by the general public was 
26 in maturities of 10 years or more and 68 percent was in maturities of 5 years 
ay || oF less. Yet at the same time, relative to gross national product, the money 
supply is smaller in Canada than it is in the United States. Thus, in the 
| third quarter of 1961 total bank deposits and currency in the hands of the 


29 public amounted to 42 percent of gross national product in the United States 
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compared with 37 percent in Canada. If the time deposits at mutual savings 
banks in the United States are included the ratio for that country becomes 
50 percent. For demand deposits and currency the ratio for the United 
States is 27 percent and for Canada (including other notice deposits) 17 
percent. It is quite clear that as compared with the United States the 

Bank of Canada and the Canadian government are trying to force the Canadian 
public to hold a mich longer term and less liquid government debt while at 
the same time providing them with a much smaller money supply to meet their 
liquidity needs. 

12. Thus there can be little doubt that the high interest rates that 
have prevailed in Canada for the past few years are a direct outcome of the 
relatively long term and illiquid government debt and the comparatively 
tight monetary policy which has been pursued since 1957 and which in some 
measure still exists today. The data in Chart 1 would indicate that an 
increase in the money supply (total bank deposits and currency) to a level of 
about 40 percent of gross national product would be needed to restore a 4 
percent rate of interest. This would require a further increase in the money 
supply of $1 billion. In my view the Bank of Canada should act promptly to 
bring about such an increase in the money supply and to reduce the interest 
rate on long term government bonds to 4 percent or lower. The present 
comparatively high level of interest rates is still encouraging business 
firms or governments to borrow in the United States when additional funds 
could readily be made available in Canada and the resultant inflow of funds 
is keeping the exchange rate at a higher level than is in the best interest 
of the Canadian economy. 

13. Indeed, because of the much longer term of the Canadian public debt, 
the greater difficulty of borrowing on long term in the Canadian market as 
compared with the United States may not be fully reflected in interest 
differentials. If this is true there may be need for the Bank of Canada to 
{ntervene more actively in the bond market than it has in recent years. If 
the Bank were to resume its former practice of Spt AT prices on government 


securities at which it was prepared to buy and sell and if it set these 


prices in terms of a modest differential over equivalent United States securities 


I feel confident that it could restore Canadian-U.S. interest differentials 


to a level more in keeping our current economic position. I would suggest 
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1 
2 
3 that the Commission investigate this possibility thoroughly. If the Bank 
of Canada is going to exert prompt and effective control over the level of 
4 


the exchange rate and the volume of capital inflows it must be able to 
5|| exercise much more sensitive control over Canadian-U.S. interest differential 
6 than it appears to have at present. 
14. The seriousness of the present position of the Canadian economy are 
underlined by the data given in Table 3. These data show in summary fashion 
and relative to national income the size of net capital formation in the 


9|| Canadian economy and the way in which it has been financed during various 


10 TABLE 3 
11 Net Capital Inflow, Government surplus or deficit and 
Net private savings in Relation to Net Capital Formation, 
Canada, 1947 to 1961. 
12 
13 Net capital Net Capital Net Capital Gov't surplus (4) Net Private 
Formation Inflow (-) Formation or deficit (-) Savings of 
or Outflow financed by Canadians 
14 (A) Canadians 
(1) - (2) (3) = (4) 
15 (1) (2) (3) (4) (5) 
i gt 
16 (percent of National Income) 
1947 1252 eZ 12 .u oS) 4 Bieplt 
17 | 1948 10,7 325 dihea 569 8.3 
1949 10.9 LS 12,2 2.9 3 
1950 14,0 -2,3 RE hel Ts6 
18! 1957 16.1 3.2 12.9 5.9 7.0 
1952 2346 9 14.5 1.4 ne 
19 
290 ig —2.3 12,6 J Led 
1954 952 —2.2 6.9 -.7 36 
20) 1955 10.9 aid 7.6 5 ol 
1956 18.2 26.6 12s ares 10.9 
yar 1957 1.8 —5e9 8.9 oA Sas 
1958 aKa? 4.4 Be —hivl 10,5 
22 || 1959 ha =5.4 6.0 240 8.0 
1960 9.6 —h.3 So5 —3.0 8.3 
a nner 
94|| 1947-52 12.9 “fl 13.0 4.6 8.4 
25 1953-57 13.6 =3.9 9.7 Bs, ° nr) 
1958-61 5 —kec is BES WS 8.5 
26 


eee Oe ee 


27 || # First three quarters only. 


Source: National Accounts: Income and Expenditure, 1960 and Third 
28 Quarter, 1961, Dominion Bureau of Statistics, Ottawa. 
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tages of the postwar period yt I would like to direct the attention of the 
ommission especially to Column 3 in this table, which shows the ratio of 

et capital formation financed out of Canadian savings to national incomes 

t is evident that there has been a striking and marked decline in this 

atio. On the average over the period 1947 to 1952 Canadian savings amounted 
o 13.0 percent of our national income and this was sufficient to finance 


ur entire net capital formation with a small margin to spare. In contrast, 


er the past four years, 1958 to 1961, net Canadian savings have amounted 


o only 5.2 percent of our national income and this has been sufficient to 
inance little more than half of Canada's net capital formation, the balance 
eing financed by an inflow of foreign funds, Moreover, by 1961 net 

apital formation in Canada had fallen to 6.4 percent of our national income, 


he lowest level of any postwar year and net capital formation financed out 


of Ganadian savings had fallen to less than 3 percent of our national income, 


ratio which is not uncommon among very poor countries but which is 


nexcusable in a wealthy nation like Canada. 

154 Reference to ¢olumns 4 and 5 in Table 3 makes it clear that this sharp 
decline in the extent to which net capital formation in Canada has been 
financed out of Ganadian savings does not reflect any decline in the willingnes 
on the part of Canadians to save but reflects rather the sharp shift in 
government budgets from the surpluses amounting to 4.6 percent of national 
income enjoyed in the period from 191,7 to 1952 to the average deficit of 

3.3 percent for the period from 1958 to 1961. Indeed, private savings of 
Canadians as a percent of national income were slightly higher in the latter 
period than they were in the former. It is clear that the shift in government 
budgets from a surplus to 4 deficit position has ‘been at the cost of a very 


large rise in our foreign debt. In fact, had Canadians been willing to 


finance government surpluses on the scale of the 1947-52 period Canada could 
have financed her entire post-war capital expenditure program without any 

net inflow of capital funds whatever. In an indirect sense the government 
deficits of recent years have been financed by borrowing from other countries. 


For throughout the past four years private Canadian savings have been large 


INational j{ncome would appear to be the proper base against which net capital 
formation should be measured, since it excludes both indirect taxes and 
capital consumption allowances. Net capital formation excludes the latter 
and carries a relatively light burden of indirect taxes. 
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3llearried out in Canada. I wonder how many Canadians would support the increased 
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6 Coyne was quite correct in his contention that Canadians are living beyond 


7 \\their means. 
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10 on such a substantial scale. Had the capital inflows and the size of the 
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enough to finance all but a very small portion of the capital investment 


elfare expenditures that are currently being promised by all political parties 
f they realized that, effectively, they are being financed by borrowing from 


the United States and other countries. In this special sense I think Mr. 


16. It is, of course, difficult to distinguish cause and effect here. In 
one sense the shift to government deficits were caused by a failure of the 


capital inflows to decline sharply after 1957 when they were no longer needed 


accompanying current account deficit declined sharply the government would 
have been under less pressure to increase welfare expenditures and reduce 
taxes and the deficits would have been much smaller. But irrespective of 

the cause the result is the same. For the past 4 to 5 years Canadians have 
been borrowing abroad at a time when there has been no genuine need for 

such borrowing. 

17. In some quarters the argument has been advanced that high interest 
rates in Canada today are necessary to attract an adequate volume of foreign 
capital and to encourage 4 high level of Canadian savings. This is a wholly 
erroneous view. As I have already explained much of Canada's current difficult 
can be traced to an excessive volume of capital inflows and until such time as 
these capital inflows have been reduced to a level where they can be absorbed 


without causing undue harm to the Canadian economy we need lower interest 


rates to discourage them, not high interest rates to maintain them. Further, 


the data in column 5 of Table 3 above show that private savings were as high 
or higher in proportion to national income before 1958 when interest rates 
were much lower than they have been since in a period of relatively high 
interest rates. Finally, in view of the unemployment that exists in Canada 
today it mst be emphasized that short term interest rates are much too high. 
Writing in the 1930's the famous English economist, Keynes, expressed the 
view that "Interest today rewards no genuine sacrifice any more than does the 


rent of land".” By this he meant that in circumstances where potential income 


“The General Theory of Buployment Interest and Money, p. 376. 
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for paying a reward to the person who provides funds. I would interpret this 
to mean that in current circumstances there is no genuine reason for a treasu 


bill rate of more than a nominal amount. 


18. In view of the difficulties which Canada has experienced recently with 
an overvalued exchange rate, this Commission may wish to consider the 
advisability of returning to a fixed exchange rate. In assessing the merits 
of this proposal it would be useful to consider what might have happened to 
the Canadian economy if a fixed exchange rate, fixed at say par with the U.S. 
dollar, had been in effect during the capital investment boom of 1955-57. 


For it is quite possible that Canada will experience booms of this kind again 


in the future. In such circumstances, with a comparatively tight monetary 
policy in effect, the same shift, as actually occurred, to foreign sources for 
funds to help finance the capital expenditures would have taken place. However, 
with a fixed rate in effect the Canadian government would have been faced with |a 
rather formidable task in finding sufficient Canadian dollars to finance 

this capital inflow. If the government had attempted to raise these funds 

in an non-inflationary manner by issuing additional securities and thus 
placing further pressure on the Canadian capital market there would undoubted1 
have been a much sharper rise in Canadian interest rates. While this rise in 
interest rates might have caused a curtailment in some investment expenditures 
it would also have accentuated the inflow of funds by making borrowing in the 
New York market more attractive. Faced with this situation the government 
might have been forced to allow a substantial rise in the money supply so that 
the inflow of funds could be financed without forcing a widening of interest 


differentials. Otherwise, the greater the effort the government made to finan 


the inflow by borrowing in a non-inflationary manner in Canada the larger the 
inflow would become, In the end such a policy would be self-defeating. 

19. If the government financed the inflow by allowing an increase in 

the money supply there would have been much greater inflationary pressure on 
the Canadian economy than actually occurred. A rise in Canadian prices and 
incomes relative to incomes and prices in the United States under a fixed 
exchange rate would have had effects similar to an appreciation in the Canadia 
dollar with dines relative prices and incomes. It would have impaired 


the competitive power of Canada's export and import-competing industries and 


Pe 
af 
ee 


i pal! D> anairo Mtr. 
88iA | oi oe 


roreey om et enedd dnemyolqmnus to pausoed. ext lan giited gon, 988, ppoivea, bas | 
| eins touquedat blvow I, ,abrwt. shinier ow doeteq edd of, is & antysq. 702 ls 


; 
.tavoms feninon 6 asdd etom to eter {lid | 


ao 


pies & toi Moasor entunen on et stend eeonsteaotto tne twos Py. tend feem of | 


nd iw whilitanacs bsonsiteqxe aad sbsas) dottw sets ivuoltti.th edd to wety, at ; BL.| 


| edivom edt anieesass mI .ecdst epsom hextt s ot gniniwiis1 to vice seba 
ot beasaqen eved ddsim tedw seabtenoe of Liftsen ed. biiew gi Lseoqgotq atdd taal 
»2.U. odd din veg yee 76 hexll ,eJdet epnsdoxs bexit s tt ymonooe nethens) ond , 

WE-222L Yo mood dnomeswnt Iediqss edd aniwub tootte nt aeed bari vtsllob i@ 


| 
| 
) nteye boil einkt lo emood esneiteqxe Lf bw sbhensd tedt eldieeog, stiup ak tf x04 . 
| 


Tot esonuos mtetot o¢ »bertuwase Yileutos a4 .d tine omse sit etoetts nt ee | 
| novewoll 898g iMededt evs bivow esiudttbnagxe, latiqao edt eonsnt? qfed ot ebou't 
' iitiw boost nsed even bluow diem VOR, asibenso eit toetie nl eter baxtt s Adtw 
someckt o¢ atellob askbsnsd dnstoliftwe gaibnd? ot test eldebinxo? tedter 
| ebart saedt eatss o¢ betqaetts bed tremmeveg edd, tI woltnt Lstiqss atid 
audd bis estétapoee Lancttibbs snaiueet yd tonnsm yisenoltslini-son as me 
i fheddvobau biuow ateit Jeduem Ladtaso netbeans) att ao etwesetg i98il swt ariioalg 
aii salt etdt eftdW ests teorednt neatbensd at eeit geqiele dou 6 need eyed 
ssiitibiogx dnemfssvnt amoe mt tnemiisdrs a beeueo ever tigim cots1 Jaatetnt 
els at sntwotiod goicem yd abet te woltsd ont betsudneoos svad oels blyow dt 
veosmrevog edt netteutic eidt ddiw bessi ..evitosttés.o10m toosem w10Y well 
séead of viaque yenom odd ot oats lsitnuadedue s woe ot baotot naed eved Jtrgim | 
Jaetomil to aninebin s gntowol tuord ty beomemtt ed blieo ebaul to woltai edt 
mieatli of ebsi Jnemntevey add drotie edt tateorg end poobriedtO .elstdneretihb |): 
ont meget end sbans) ni ieonem yo snofteltatnon s af gniwoviod yd woltnt odd 
santdssteb—toe ef hivow yotfog «nove bne. ont ii .emoosd biiow woltat 

af sesojont se gaiwolle yd woftnt end Seomsnit Ineumxevog oft TI OL 

© sweestq xveno tte Ltn} a foun ased eved bivow sted yiqaque yenom end 
bra seotiq astbencd at eet A .hetawooo YLleutos nsdd ynonoos asihsos). edd 
boxit s reba setsie bed in oddiat aeoitq bas gemoont ot evidslor agmoont 
Bthsns) ans ot hoisstoorqqs a6 of vedibate edoetts. bad eved bLuow sdst egnsdoxs 
Hotheqmt oved bivow 41 seembont bas cen htedceatidle Mnilaatins itiw ref{lob 


bas eoitdaubat yntteamo>—troami bre t1eqxs e'shensd to tswoq evisivsamoes orld 


| 
le | 


Nethercut & Young 


Terento, Ontarie A4 89 
thus helped induce the current account deficit: and the diveruion of resources 
towards domestic investment. projects that actually occurred, However, (if such 


an inflationary process had been allowed to develop it miyht, well have 
precipitated a wage-price spiral which would have produced “ very vubatantial 
price rise and left Canada, after the investment boom had recoded, with a 
seriously overvalued exchange rate. 

20. There are, of course, alternative policy measures that, might, have 
been used. The government could have raised tax rates sharply, reduced its 
expenditures and provided the funds needed to finance the capital inflow out 
ofa budgetary surplus. This would have been an excellent solution on 
economic. grounds but it may not have been entirely acceptable politically 
since the government in power in 1956 was already having difficulty explaining 
and defending its budget surpluses. Or the government, might have taken steps 
to check the level of capital expenditures more directly. It is clear that 
the Trans-Canada gas pipeline project could easily have been deferred a year 
or more. And a system of deferred depreciation charges such as was put into 
effect. on some types of investment in the early fifties would also have 
helped reduce capital spending. . Moreover, the government could have put 
pressure on the United States government to extend the time limits on the 
uranium contracts. In retrospect, the scramble induced by these time limits 
appears arbitrary and unnecessary. finally, direct controls could have been 
reimposed on the use of consumer credit and on the terms on which N.H.A. 


credit was available. 


even in the face of a formidable capital spending boom such as occurred in 


1956~57. In contrast, the difficulties occasioned by a purely speculative 
nflow of funds such as that.which occurred in 1950 and which led to Canada's 
doption of a freely fluctuating exchange rate would be much easier to handle. 
f the inflow of funds is not related to any plans for capital expenditure 

n Canada it could be financed either by selling newly issued government 
ecurities to the banking system or to the general public. If, as seems to 
ave been true in 1950 the inflow of funds was inspired by the prospect of a 
apital gain from an anticipated increase in the value of the Canadian dollar 
t seems likely that the owners of these funds would be content. to,leave then 


n deposit in Canadian banks or to invest them in short-term government 


2l. Thus, it seems clear that a fixed exchange rate system could be managed 


ebHhA 


a 


: 
iz 


rsovitecet To nolutovih oid boas ttoiteb dmvosos taste opt eoubnt beqler eurlt 
“veo - 


|Home TP ytivowol. shotitsoo efbeutos tedd etostorg Jnemseavat aitasioh ebrswod 
‘ea sit i 
oved Ifo Jin te tf qofeveb og bowolls need, bart BEOOO%G yisnottefint ns|| 

fatto inden yoov on haouhesq avant biuow dotdw Lenigea soitq-sgew B botstiqboerg |" { 
il 


8 fliiw ,.bahooot bad mood dromteavnat ert aette .sbsensd dteL bns sety eolsq | © 


saved dintm ted+ eonuesom yotloq svidsarwdLe esemwoo to ,8t8 SetedT 208 ly 
edt hesirhot ~ylqtade eater xst beater eved biyoo Jnsmitevog edT .beay sed: 


Juo wolint Leditse edt sonsai? od bebeen abnut orld bebtvorq bas es uid tbnegxe 


no dettuloe tialiesxe me aeed svei bluow eisT seulqive yistegbud & toj' 


| 
Yisoittiog aldsiqsoos yloridns seed evant tom wom of gud ebnavotg olmonogs| 


| 

| eninisigxe yoluoittth anived ybsetfa eaw ACL ni tawog ai dnesinievoy edt gonte 

/ . 

| egedes nest ever ddgim Jnsnertevos eft +0 -esaulquve degbud ati anibneteb brs} 

) : 

veds teslo ef JL ,yidoorth etom eetuttbneqxe {stiqso to Level ont Axsodo oF 
odnt duq eswie8 dove aeg*wirio nolLisioeiqeh bertgteb io me¢eye a baA .e1om 10 


svad cele bivow sollltt ylass edt of cnemteewnt ‘to 2eqys emoe no Joatis 


ent no etimkl emit oft brads of Jnemrisvey sedsse betinU end no siweeStq|) 


| 

i 

| dug even 5ivoo dosmitavog edt .tevea10M esnfoaege Ladiqss souber beqled 
adint! emit seadt yf booubrt efdmaroa sAd icsqeorset aI .etositnoo muins 
| 

1 
' 


eeldsalieve esw tibers 


| 

1 

| eA HM doinw ao envied and no bao déheto temmenoo to sex eid no boeoqmnte| 
| 


beascdtec ed bivoo meteye eds ayneroxs baxt? 8 dedd tasfo emeoe tt ,eunT : 


: 


| mi bettdo900 es dove mood, aq tbhnoar fadigss eldsblartot s to 90st ed¢ ot sevell £§ 
svissiucsgs yeux 6 yd bonoterove aottivolttib edd eestinos ot. .ft-dees 


alsbeis) o4 bel dott bas O2@L nt beriwo90 doliw gait es dove ebavt to woltad 


ad umese es ctl .otldug Laternsg edd o¢ 10 modeye sitinnsd edt o¢ esitinsoge ae 
4 20 touoqgeo1q sift yd berigqent esw eb? to woltat edd O20L ai outs mesd evei 
teilob meiboueD eld to eulev eft ai saseront beteqioitns ns mort ates faitasg | 
ais it evsel ot Jnednos od blwow aba seodt to sisnwo eft tedt ylonil antoge Fh es 


| 


dnomita yoy m1s3-diode Mimedt deovat o¢ +o exnsd aaibsas) ai tieogeb ac 


aia ae ke hat a, a inva 


Nethereut & Young 


Terente, Ontaric A4 90 


2\isecurities. They might well have ended up holding the treasury bills the 
3 government issued to finance the inflow. Nevertheless, although such an 
nflow could be handled without an undue disturbing effect on the Canadian 


4 
economy it seems clear that some degree of flexibility in the exchange rate 


5 rotects the Canadian economy from destabilizing speculative capital movements 
6|and increases the independence and effectiveness of Canadian monetary policy. 


7 26 Thus it is clear that under a fixed exchange rate system Canadian 


onetary policy would have a more limited degree of freedom than it has today. 
have indicated above the limitations that would be imposed during a capital 

pending boom. In the opposite situation of unemployment and insufficient 

10 \capital spending, similar limitations would arise. If the Bank of Canada 
ttempted to pursue a monetary policy appreciably easier than the policy 
ollowed in the United States a capital outflow might develop which would 

apidly deplete our reserves of gold and United States dollars, If these 
eserves had been built up sufficiently in a preceding boom this problem might 

14 be manageable. In this regard I think it is unfortunate that the Canadian 

15 kovernment did not take advantage of the excessive capital inflows in recent 


years to build up its stock of gold and dollar reserves very substantially. 
16 


Further, since fluctuations in the Canadian economy tend to follow those in 


17 he United States economy rather closely it is unlikely that the difficulties 


18 Panada would encounter in pursuing.an easy money policy would be severe. 
3» It has been reported recently that Canada has been under pressure to 
e-establish a fixed exchange rate with the International Monetary Fund. 
20 


In view of the mis-understandings and suspicion that recent Canadian actions 


21 in this field have occasioned I think there would be merit in moving some 


22 Gistance towards this goal. What I would recommend is that the Canadian 


73 overnment agree to fix its exchange rate with the International Monetary 


nd subject to the condition that the rate be allowed to fluctuate over a 


omewhat wider range around this limit than is at present allowed under the 
25 Fund's regulation, For example, if the Canadian government agreed to fix 
26 her rate at 95 cents U.S. to $1 Canadian but with the provision that the rate 
e free to fluctuate within the range of 92 and 98 such a step might remove 
nm ome of the suspicions that now surround Canada's present exchange rate policy. 


soe Yet 4t would still leave sufficient freedom of movement to offset most of the 


29 hndesirable effects of speculative or other undesired capital movements. 


30 


—_———$— $$$ $$} 


-Coklog ofst eunstione tnovetg et abarad DAvortue won dedt efotstqeve ed to ¢ 


; 


7 


oo 2 am 1 a ) eed ok a \- : ry 


eit eflid yesett eft yntbforl qu bébme eved lew drigbm ys Hh ues Ls hoe 
a6 dove duporiis .eeelodtievet .woltat edd sonsntt of beseek dnemn~s 
nsibsss) edd mo toatis gnidgwieth ewhru oo deodd fw belbnad 6 tides ced 


oder sgnartoxe ent mf Wid btell to ssigeb-smoe sand Gsefo emede GE. stl 


a 
edcomsvom Istigqso ovidbluosge afisiitdstesb mot? ymortoos netbsnad eld bd dodo a 2 


\ 


Yotlog yisdanom asthsqs) lo exerevivostie bas sonebrisdebak odd asedetoal & el 2 


nslbansd madaye sce, sunsdoxs bext? 6 4ebrny dadt teefo at st ud ) I 

-\Bbos esa tt net mobss1] to seryeb bedimkl eros se eved biivow qoilog yrsds oa 

Latiqse & gabiwb besoqmit od biyow feat enottedimtl edt ovods bedsolbni ever” 
tne tolttvent bos tnemyodqmens Yo noktaudhe edfeogqo end aT  wicod anloneq 4° 


Sbsns3 lo xneH oft tI .seine bfvow enofiestmef tal bate «antbneqe Lad iqed le 


| 
{| 
| 


yotfoq edt net teisse yiefetostqqe yotleg yistenom s eversg ot betas dia) | t 


Sivew oite qoleveb tdgin woltivo Latkqse s sedsd2 bedinU oAd WE Bewolfe 


seent iI .sietiob essere fedinl bas blog to eavteres wd stelqeb ylbiqed 
tig im moidotg atid mood anthsoerq 6 mt vlinetolttwe ay tLivd noed bsd esviere ea 


| 
asibensd edt tart sdenivtiotas et $b amind I brsget elit AL .efdseysitam 7 St 


Jasoe71 nt ewoltnt fstiqss syleeessxs edd to syeisybs exed gon bib Jnemrtevoy ay 


Uiiestastedus yrev eevisest asilob brs blog ‘to Moote ati qu bLtud oF a1Bey 


jot 
nt egond wollel of bie+ ymorvose methane) 8f% nt enotdsudoul? oonte wens 


aslil{ueltith ett tedt ylevkinw ef +r ylodots verter UWionose sets bediny ert Vi 
-Sievee ed blitow yotiog yenon yoor ne yrtveti nt tedaucots bi vow ‘abars 


os etvesstg Ishi meed ast ebens) dodd yltnoosy ‘bedyoqet teed esd #T 


ai 
Tet 


*bawi yisdenoM Ianottenisdnt edt déiw oteat eymedoxs bextt 2 deifdatae-e4 
agotios snibsisd Jnsost Jedt Aoloiqeve bas eqn tbasdessbau-clm and to weiv al 
amos anivom mi d¢iven sd bivow eves Yinidd -I bendtaesoo eved bie ft atid’ ad aS 
meibsis edd seld et baemedes bloow I tenth e[fo9 afrit ebrswot eonedte Hee 
eisdecoM fstojtented¢al ond ddiw oder egnadoxe efi xtl oF serge drentits vos es 
5 tevo stautoult of bewolle ed sist edd Jedd acltitbnos ot 9? Jostdwe br 
edd tebnu bowolls ineserq ts ef medt timil Aidt bawors 93181 tebiw darwemod a 
xit of boots dnomitav0g Naibened odd TL .olqmsxe xo'l fottalouuss e! ber 1 ex 
Tas 


eter oft tad? notetvorq end div 3d nakbsisO [8 0+ 28.0 edad 20 Js otsy ras 


evoms7 Jigin qete s dove 80 bis SO to esnse ort middiw otausoult of eo4t 


“" 
sit To Jeon Jeetio ot dnemsvor to mobest? JaalotYtwe évesl [Ltse biuow SE te ae 


, 
-esnemovom Indiqso boxtesban taddo 10 evitefioeqe Yo esos is oldetieabag <S — 
— | 


t 
: 
ou # 
mia es 
a re 


Nethercut & Young 


Terente, Ontaric A491 


Moreover, such a step would reduce the disadvantages that now accrue from a 


3 \\fluctuating rate because of the structural readjustments it imposes on our 


4 economy. The capital spending booms associated with the development of 
Canada's natural resource industries, a periodic afflication of the Canadian 
economy, could be moderated by some of the more direct measures described 
above so that many of Canada's important export and import-competing industries 


7 \|would not have to undergo such severe discouragement and subsequent encouragement 


g||28 a result of the rise and fall in the value of the Canadian dollar, There 

might also be merit in a substantial increase in the level of the withholding 
tax on interest and dividends paid to non-residents. If this rate were raised 
to 20 percent or more, if it were made applicable to all interest and dividend 
11||payments and if an agreement were reached with other governments limiting the 


degree to which these taxes could be offset against domestic tax payments, a 


12 

useful additional deterrent would be provided to the international movement 
13 

of funds. 
14 2h. In suggesting a rate of 95¢ U.S. to $1 Canadian I do not do so after 


15 ||any detailed examination of the evidence. However, I would like to draw the 
Commission's attention to the following evidence that the level of domestic 


costs and prices has risen appreciably more in Canada over the past ten years 


than it has in the United States. Thus, the data in Table 4 show that the 


18 average implicit price index of the domestic portion of gross national product 
19 increased 47 percent between 1949 and 1960 in Canada compared with only 21 


percent in the United States. Moreover, when a country such as Canada is 


20 
TABLE 4 
LAN Implicit Prices of Exports, Imports, Gross National Product and 
Domestic Product, Canada and the United States, Selected Years, 
22 1949-1960. 
a Se eee 
23 Canada United States 
ERE EERE SE cma eee lt tlesiveteaancnt 
1949 1955 1960 1949 1955 1960 
24 || Exports 100 116 122 100 109 Lid 
25 Imports 100 pas 120 100 122 122 
G.N.P. 100 124 142 100 115 130 
26 
Domestic Product 100 126 147 100 115 131 
27 | 
Xpomestic product is defined as gross national product excluding exports. 
28 | 
29 | 
30 
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2|| recovering from a rather extended period of currency over-valuation there 

3 may be need for some undervaluation of the currency to produce the required 
structural readjustments in the economy, 

256 One of the disadvantages of a fluctuating exchange rate as experienced 
by Canada is that it has put her in the position of incurring a net current 
6||account deficit both in periods of prosperity and recession and thus accepting 
7 a net inflow of capital funds whether she needs it or not. For ie in 
the recession of 1953-54 although gross business capital formation declined 

by $1,350 million on a seasonally adjusted basis (at annual rates) there was 
only a very minor decline in the level of the current account deficit (see 


10||\Table 5). Had Canada taken steps to reduce the net capital inflow and the 


11 level of the exchange rate early in 1954 her current account deficit could 


have been reduced substantially. It is ironic that other members of the 


International Monetary Fund should now be showing concern lest Canada's 
exchange rate policy falls into the beggar-my-neighbour category and should 
14 |be pressing her to return to a fixed exchange rate, when, for a substantial 
part of the past ten years, her fluctuating rate has caused Canada to import 
unemployment and provide "community chest" contributions to her international 
neighbours. However, in substantial measure this loss has been a policy 
failure and could be avoided if a proper economic policy were followed. 
18 ||26. It should be abundantly clear from the foregoing discussion that 
netary policy, exchange rate policy, fiscal policy and debt management 
olicy are closely inter-related and need to be managed in a co-ordinated 
nner if the best interests of the Canadian economy are to be attained. 
21 Thus, it is extremely important that there should be mutual trust and confidenc 
22 between the Governor of the Bank of Canada and the government of Canada, It 


hs abundantly clear to me that such mutual trust and confidence no longer 


sted by the spring of 1961 and in the circumstances the Governor of the 


nk ought to have resigned. It is also clear that the ultimate responsibility 


25 |for policy in these fields rests with the government and should be so 
26 recognized and accepted. 
Te In order to minimize the recurrence of difficulties of this kind in 
he future I would suggest that the Commission give consideration to recommending: 


28 


a) a reduction in the term of the Governor of the Bank of Canada from seven 
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1 
2 
TABLE 5 
3 
Net Capital Inflow and Gross Private Capital 
4 Formation, Canada, by quarters, 1953 to 1955 
(Seasonally adjusted totals at annual rates) 
5 (1) (2) (3) 
Net Capital Business Gross Column (2) as a 
6 Inflow Capital Formation Percent of Gross 
National Product 
7 (million dollars) 
1953 2p. L64, 5,412 21.0 
8 om 488 5 2k 21.8 
ae 396 5,828 Dek 
9 he hak, 5,660 2204 
1954, = 4,60 4,948 ae) 
10 Pa 4.96 1,532 Teoh 
oF 380 4,476 L729 
he 372 4,640 18.3 
11 
1955 Te 428 4,952 19.0 
12 aE 38h 5,208 19.3 
os We 5,696 20.8 
3 he Take 6,108 21.9 


14|| Source; National Accounts: Income and Expenditure, by quarters, 1947-1957, 
Dominion Bureau of Statistics, Ottawa. 


15 

to five years, and 
16 iy" 3 

(b) the introduction of a provision such as exists in the United Kingdom 
17 


whereby the government can give specific directives to the Central Bank. 
18 However, I think it would be desirable to preserve the formal independence 
19 || of the Bank of Canada from the day to day operation of government affairs, 
Such independence helps keep the Bank from becoming involved too closely in 
administrative routine and gives it the opportunity to examine Canada's economic 
problems in the careful and detached manner which they deserve. 


22 || 28, Nevertheless it is apparent from the conflicting and inept policies 


23 |\|\that have been followed in recent years that there is a need to strengthen the 
economic intelligence of the Bank of Canada and the government generally. 
To achieve this end I would suggest that the Commission give consideration 
to recommending the following measures: . 

26 (a) requiring at least three members of the Board of Directors of the Bank 

27 of Canada to be professionally trained economists. It might be provided that 
appointments to this post be made froma slate nominated by the executive of 
the Canadian Political Science Association. 


i (b) requiring all senior staff members of the Bank of Canada to take a 
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2|| sabbatical year (on an average of once every 5 or 6 years) which they could 


spend at some major university studying the latest developments in economic 


2 

theory. 
4 

(c) the formation of an economic advisory council which could advise both 
5 


the government and the Bank of) Canada on economic policy measures. It is clea 
6|| that the cost of mistaken economic policies is extremely high. Over a few 


years the cost can easily run into billions: of dollars. Canada cannot afford 


7 

to provide for anything less than the best possible economic advice to the 
8 

government in power. 
9 29. Finally I should like to make some suggestions to the Commission 


10 (1) im respect to the competitive character of our financial institutions and 
(2) with regard to the effects of these institutions on the flow of savings 
into investment. In my view the Canadian financial arena suffers from a lack 
of competition in many areas and this Commission would be performing a very 
13 || useful task if it would investigate and recommend ways in which competition 
14 could be increased. For cxample, a number of our major chartered banks now 
control some of our major trust companies. The effect of this can only be to 
reduce competition for customer deposits and in other areas. In my view 


such control is not in the best interests of the Canadian economy and I would 


17 || recommend very strongly that our chartered banks and trust companies should 


18 be required to be completely independent in their operations. Some improvemen 


in the present situation would be obtained by a requirement that no director 
of a bank, trust company or other financial institution should be a director 


of a competing institution. Moreover, if, as there is some reason to believe, 


21 || the Combines Investigation Act does not now apply to the provision of financia 
services I would recommend that it be amended so that it will apply to all 
services. I can see no reason why agreements to maintain and fix prices 
which would be illegal if entered into on the part of manufacturing companies 
should be legal when carried on by our banks or other financial institutions. 
Further, in view of the relatively small number of lenders who are active 

in many areas of Canada, I think it would be cetnbiade retain the present 

6 percent ceiling on the rate of interest that can be charged on bank loans. 
While there may be times when an interest rate above 6 percent might increase 
the efficiency with which scarce funds are allocated, in my view, this 


relatively minor advantage would be offset by the increased scope for the 
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2 || charging of monopoly prices in areas where competition is limited. 


3 30. As they are presently constituted many of our large financial institutions 

4 operate in such a way as to attract a large part of the savings of individuals 
whether in the form of amortisation payments on mortgages, premium payments 

5 


on life insurance policies, contributions to pension funds or simply in the 
6|| form of deposits in savings accounts and serve to channel a major portion of 


7 them along lines which (1) favour investment in bonds or other debt instruments 


at the expense of equities (2) favour large investors and companies at the 
expense of smaller firms and (3) favour investment in large communities at 
the expense of smaller ones. The effect of this diversion of funds may often 
10 || be undesirable and I would suggest that our large financial institutions are 


a major drag on the proper growth and development of the Canadian economy. 


11 

Moreover, these institutions are so pre-occupied with their own safety and 
12 

welfare that they have shown remarkably little initiative or enterprise in 
13 


trying to solve some of the problems which their own successful development 
14|| has created. Further, in some degree, our large financial institutions with 
‘their conservative financial policies are responsible for the extent of foreig 
ownership and control that now exists in many Canadian industries. By reduci 


the supply of equity funds in Canada they force business firms to seek equitie 


17 from sources outside the country. 

18 || 32. I would suggest, therefore, that the Commission consider recommending 
some sweeping changes in the investment requirements now regulating these 
institutions. We, as Canadians, have in the past been far too security conscigus 
and this has been at some sacrifice to our growth and development. In this 

21 area I would suggest the following proposals for investigation and possible 


22 || approval: 


(a) All life insurance companies operating in Canada be required to invest 


at least 25 percent of the reserves held against their Canadian business in 
equities of which at least one-third should be in companies with assets of 

25 |1ess than $1 million. | 

26 (b) The chartered banks should be encouraged to offer to their depositors 

an opportunity of putting their savings into a mutual type equity savings 
account with the requirement that at least one-quarter of the funds so investe 
should be in companies with assets of less than $1 million. If necessary the 


29 government should offer to underwrite some of the risks involved in the above 


30 
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two proposals in order to encourage their development and ensure the success 
3 of the operation. 
4 (c) The banks, insurance companies and other major financial institutions 
should be given suitable incentives to finance and sponsor a number of 
investment development companies that could ee the long-term finance 
of investment projects which are not able to obtain finance in Canada under 
7 existing arrangements, 
8 (d) As part of this development our major financial institutions should greatly 


expand their research staffs so that they may be able to appraise areas of 


9 ; 

potential development and investment. The tax writeoff which the government 
10 : 

permits on research expenditures should clearly apply to research in this field. 
11 In general it is my view that far too great a part of the savings of 


12 Canadians are now tied up in bonds and mortgages and other very conservative 
investments. With moderate encouragement Canada could greatly increase the 
participation of Canadians in the ownership and development of their own 
country, thereby reducing our reliance on foreign sourcés of funds and at 

15|| the same time helping to accelerate the country's growth and development. I 


16 || am sure that the Commission can develop other and perhaps better methods of 


achieving this goal and I would recommend that they make a thorough study of 


this whole problem, 
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1 
2 TABLE Al 
3 Supporting Date for Charts 1 and 2 : Money Supply 
and Interest. Rates, Canada, 1953-1961 
+ 
5 Bank Deposits and Bank Deposits and Yield on Government 
currency (excluding currency in hands of Canada's 31's 
P personal savings) of public Octet 
7 (Percent of Gross National Product) (yield) 
8 A953 ihe 17.6 36.8 3.76 
9 1954 I. URS Pe 38.2 CPs, 
2s Lies Sherif Ere, 
3. 18.3 38.8 Feld 
10 he 18.5 3902 3.25 
if 19550. aye 4 39ef Bie 
oe 19.2 39.6 3 eb 
12 ? 36 19.4 40.0 Ford 
~ 5 18.8 39.3 Fe3h 
IS! 1956 “4. oy 37.5 3.35 
ae ged 36.8 Deh? 
14 36 16.9 36.3 3.63 
he 16.3 3546 3.85 
15 
L957 = Ls DG wae bbe 4.03 
16 2. 16.1 She Fits 4,07 
De 15.8 3588 4.28 
he 1601 36.0 ZG 
17 
1958 i. 16.2 3602 3.87 
18 ee 16.4 36.4 3.83 
he Lone 3746 4.0L 
19 he 17. 38.2 hodde 
20 4959.” Ss 16.8 37.0 4 5k 
Ze 16.2 Bia. Leow 
Bie 16.0 36.7 5.10 
21 he 15.6 35.8 5.20 
22|| 1960 1. 15.4 35.3 5-31 
Ds 15,8 36.0 5.04 
Be 15 3549 he73 
23 4, 15.9 36.2 5.03 
24/1961 1. 16.7 37.9 5.10 
2s 16.7 37.6 5.09 
25 Bre 16.9 37 6h La. 
ee eeepc et nt een eee tt I ans 


26 || Note: The ratios in column 1 were reduced by 4 percent beginning with the 
fourth quarter of 1957 to take account of a change in the designation 
of certain savings deposits at that time. Yields on the bond issue 


27 Oct. '79 first become available in the fourth quarter of 1954 and were 
projected backwards on an index of 20 year theoreticals, Ratios for 
28 money supply and gross national product were calculated from seasonally 


adjusted data. 
Source: Statistical Summary: Bank of Canada, 
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1 
“ TABLE A2 
3 Supporting Data for Charts 3 and 4 : Money Supply and 
Interest Rates, United States, 1953-1961 
4 
ET a SE a eT LM AE ET ee TAS SS 
5 Demand deposits All bank deposits Yield on U.S. 
and currency in and currency in hands governments 
6 hands of public of public 32's '78-83 
ASL: Re ie EN SRE ee oe ee EAE OD OO ee ee EL a 
7 (Percent of Gross National Product) 
8) 1953 3. 34.6 fea 28 
. hs A765 B02 
9 
17H 6s 3567 48.4 2.82 
10 Ds 35.9 Lee? PTO) 
3. 3539 49.2 Zeb. 
he 35.4 48.5 2.66 
11 
woo. le ¥ 3.6 ess 2.82 
12 2: 34.0 16.6 2.86 
Se ESPs, ee f 2096 
13 he ey 45.2 2293 
14) 1956 1. 32.9 ey 2.92 
. ae Oo 44.9 BPASs) 
3. Beas hhe5 3.16 
15 l, 31.6 4347 3.31 
16} 1957 1. 31.1 43.3 3.31 
260 30.8 baee 3.45 
17 an BOsy ie FS 6) Bein 
he BOs 43.6 3.49 
2 L958. As Shak 45.1 3425 
as Seek 45.8 Badd 
19 2 31.0 45.6 3.55 
he OPS 4.6 393 
20 
1959 1a 30.0 44.0 3.90 
Dt ae 29.2 43.0 4.03 
ie 29.6 Le7 4.10 
ibe fabs TN 42.9 |e he 
a 
1960 1. 28.1 15 425 
23 ay 27.7 Ne Rial 4.10 
3 al 41.6 3.76 
24 k 27.8 Neepeal 3.86 
1961 1. 28.2 eral 3.81 
= 2 27.5 42.7 3.81 
Re 2/59 Teele 3697 
26 
27 || Source: Federal Reserve Bulletin and Statistical Summary: Bank of Canada. 
28 
29 || 
30 
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